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Abstracts 


Inter-Firm Relations and Industrial Policy: The French and German Steel 
Producers and Users in the Twentieth Century, by Matthias Kipping 


This article contributes to the continuing discussion about the factors 
which explain the extent and the success of state intervention in different 
countries. Based on a detailed analysis of the steel producing and using 
industries in France and Germany, it shows that the quality of inter-firm 
relations played a crucial role as a determinant of industrial policy. In 
the French case, the relationship among the steel firms and between the 
producers and users has been marked by major conflicts during most of 
the twentieth century. In this situation, only the government seemed able 
to arbitrate and prevent negative consequences for the economy overall. 
In the German case, similar problems were usually resolved through 
direct and mutually beneficial agreements between the interested parties, 
thus reducing the need for state intervention. 


Industrial Lending by English Commercial Banks, 18605-1914: Why Did 
Banks Refuse Loans?, by Forrest Capie and Michael Collins 


English commercial banks have suffered severe criticism for their alleged 
failure to support industrial activity, to provide 'industrial finance'. They 
are said to compare unfavourably with their European counterparts. In 
this article we explore this issue by examining how in the years before 
1914 these banks treated loan applications from industrialists, specifically 
analysing the extent of refusals and the reasons given for refusals. The 
results confirm that the banks operated their lending business within 
general constraints imposed by the principles of prudent banking. How- 
ever, it is also clear that the banks gave very careful consideration to all 
applicants, applied a set of reasonable criteria, and approved the great 
bulk of all applications for industrial lending. 


The Technological Strategy of a Leading Iron and Steel Firm, Bolckow 
Vaughan & Co. Ltd: Late Victorian Industrialists did Fail, by Etsuo Abé 


In their attempts to explain British economic decline, many historians 
have focused upon the steel industry of the late Victorian and Edwardian 
period. British industrialists, it is argued, failed to invest in new tech- 
nologies and lost the increasing competitive advantages of integration 





and returns to scale. The leading iron and steel firm of Bolckow Vaughan 
highlights the importance of key decisions on technological investment. 
At the turn of the century, the firm failed to choose the right technology 
because it lacked scientific knowledge and expertise and was unwilling to 
innovate and take risks. Lack of innovation resulted in stagnant steel 
output and this in turn reduced the firm’s ability to gain the advantages of 
integration. Bolckow Vaughan could have overcome material and market 
constraints in several ways, and there were good prospects for radically 
improving performance. In short, decision-making at Bolckow Vaughan 
did not have the characteristics of long-term ‘economic rationality’. 


The Chrome Trust: The Creation of an International Cartel, by I.R. 
Phimister 


This article is concerned to trace the origins, development and structure 
of chrome mining and marketing. It pays close attention to the key role 
played by Edmund Davis in the creation, particularly after the First World 
War, of an international cartel. At the same time, this paper also examines 
the issue of market considerations versus technological pressures in the 
growth of extractive industries, as well as the extent to which global 
patterns of mining finance and development were determined by the 
centre rather than the periphery. It concludes that if the history of the 
chrome mining industry is anything to go by, metropolitan considerations 
prevailed more often than not. 


Learning from Joint Venture: The Rover-Honda Relationship, by Alan 
Pilkington 


The joint venture between Rover annd Honda, which effectively lasted 
from 1980 to 1994, attracted widespread attention. Rover's importance to 
Britain's industrial heartland and place in a major global business were 
recognised, and it was hoped that collaboration could invigorate the 
product design and production management capabilities of an ailing 
national flagship. Yet both Rover and Honda ultimately failed to achieve 
their objectives, because of the organisational structures and corporate 
cultures prevailing within the companies at the time of the joint venture's 
formation. The origins of these embedded internal constraints are to be 
found in their particular histories, and, because Rover carried its legacy into 
the joint venture, it was prevented from boosting its core competencies. 
A harsh irony became apparent: Rover, entirely contrary to its strategic 
intentions, had become reliant on its partner. 


^. 


Inter-Firm Relations and Industrial Policy: 
The French and German Steel Producers 
and Users in the Twentieth Century 


MATTHIAS KIPPING 
University of Reading 


With respect to industrial policy, France seems one of the most interesting 
cases to study. It has not only been characterised by a high level of state 
intervention in industry, at least since the late 1930s, but — even more 
importantly — shows a very mixed record. On the one hand, the govern- 
ment has significantly contributed to the technological and commercial 
success of French industry in areas like the high-speed trains TGV. 
Another example is nuclear energy, where France currently exports not 
only power plants but also electricity. Less well known, but even more of 
an achievement, is the modernisation of the telecommunications network 
during the 1970s and 1980s which brought the country from a very low 
level of telephone lines to a world-wide leading position in terms of 
digitalisation.! State intervention has, on the other hand, led to a number 
of failures, like the Concorde aircraft. The best example is probably the 
national computer champion Bull, which has been making heavy losses 
since 1990. The company was partially privatised in 1995, with the Japanese 
NEC increasing its current stake and the American Motorola as a new 
shareholder. 

Unfortunately, neither Alfred Chandler nor Michael Porter have 
included France in their recent studies analysing the success of the 
modern business enterprise in different countries.’ Neo-classical economic 
theory is also of little help when it comes to explaining why the French 
government has intervened actively in industrial matters and why the 
results were so different from one sector to another. It actually only 
admits government intervention in the case of ‘market failure’, that is, 
when the working of market forces alone would not lead to the optimal 
allocation of resources.' These criteria are universal and therefore do not 
explain country specific differences in industrial policy. 

More recent approaches try to take these national differences into 
account. The first one links the success of government intervention to the 
concepts of transaction and information costs. According to this view, ‘as 
a co-ordination mechanism, industrial policy can be most efficient in a 
context where interdependence and asset specificity are important'. In 
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such cases, so the author argues, the state can co-ordinate activities 
between the economic agents at a lower cost than the market. He explains 
the ‘different mixes of the market, the state and other institutions’ by the 
conditions prevalent in each country. The exact nature and impact of 
these conditions are, however, left largely undetermined and the author, 
who uses the Korean example to illustrate his approach, makes a virtue 
out of necessity by concluding that ‘there are many feasible ways of 
managing a capitalist economy’ .‘ 

Mark Casson has suggested a more explicit framework to explain ‘why 
different industrial policies are pursued at different times in different 
countries’.*According to Casson, ‘it is the interaction between cultural 
factors and economic ones that governs policy choices’. To summarise his 
argument, governments in Japan or France had or developed what could 
be called a cultural propensity to intervene, which is largely absent in 
other countries like the United Kingdom or the United States. Whereas 
this theory explains differences between countries and changes over time, 
it does not provide an explanation for the mixed record in the French case 
or the apparent lack of intervention in Germany which exhibits some 
cultural characteristics similar to Japan and France. 

The following article will therefore suggest introducing the quality of 
inter-firm relations as an additional variable in order to explain the 
significant differences in the need for and the success (or the failure) of 
government intervention in different countries. After a brief theoretical 
discussion, it will analyse in detail the relationships among the steel 
producing and using industries in France and Germany to provide evidence 
for this argument. 


II 


In this article, industrial policy will be understood as any state action 
aiming to improve directly the (international) competitiveness of national 
industries.* Figure 1 illustrates the economic system within which national 
governments operate.’ 

Within this framework, governments might (a) target individual sectors 
or (quite rarely) a single firm, (b) protect companies from foreign 
competitors via trade policy (shown as dotted lines in Figure 1), and 
(c) regulate the relationship between firms within or across sectors. This 
definition excludes so-called ‘horizontal’ measures like investments in 
infrastructure or education, which some authors today also see as being 
part of industrial policy.* Economists usually criticise most forms of public 
intervention, since they are considered to interfere with the working of 
the free market. Only competition policy is seen as necessary and justified 
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FIGURE 1 
THE INDUSTRIAL POLICY ARENA 





in order to avoid establishment of a monopoly position or collusion 
among firms. Both would create so-called ‘rents’ for the producers and 
result in a ‘deadweight loss’ for society.” 

With the exception of this anti-competitive behaviour, neo-classical 
economists have therefore only paid little attention to the co-ordination 
of economic activities among independent firms. Between the two 
extremes of conscious planning within a company and spontaneous co- 
ordination in the market place there exists, however, a wide range of 
possibilities for inter-firm co-operation.” The transaction cost approach 
has for the first time dealt more explicitly with this intermediate spectrum, 
but unfortunately subsumed it under the description of ‘contractual 
relationships’. " 

Business historians, on the other hand, have identified a wide variety 
of different types of co-ordination between independent companies.” For 
Japan, W. Mark Fruin has shown the extent and importance of ‘organiza- 
tional arrangements between economic units’, including individual firms 
or groups of companies and banks." This ‘enterprise system’ and the 
ability of Japanese firms to co-operate without losing their competitive 
edge were probably a vital element in the country’s postwar economic 
success." Similarly, Alfred Chandler has demonstrated the importance of 
domestic collaboration for the international competitiveness of German 
firms." 

Concerning France, Patrick Fridenson has pointed out that in terms of the 
possible co-operation between firms on the same markets the ‘conditions 
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of competition were not so different from Germany’. Before 1945 cartels 
were tolerated or even encouraged. As a result, French companies 
‘patiently assembled . . . an elaborate network of industrial and commercial 
ententes’ almost as dense, but maybe less powerful than their German 
counterparts. In terms of concentration, however, big business developed 
more slowly in France than in other countries. After the Second World 
War, the government and state-owned companies contributed significantly 
to the modernisation of French business and its success in international 
competition.“ In some of his previous work, however, he had also pointed 
out the mixed record of the nationalised firms and industries.” 

This article attempts to give an explanation for the ambiguous and 
uneven result of state intervention in France by establishing a link between 
industrial policy and the relationships among independent, but inter- 
dependent, firms. It argues that in cases where a government restricts the 
level of competition, namely through the protection against foreign 
competition and the permission of collusive behaviour, the quality of 
inter-firm relations determines: 


€ the level and the outcome of the co-operation between the independent 
firms in the sector concerned. The companies might concentrate their 
efforts on renewing the rents rather than using the ‘breathing space’ to 
rationalise production and improve their long-term efficiency." 

€ the extent of ‘rent sharing’ with the downstream producers. Because of 
the significant impact on a whole range of using industries, any rent- 
creating state intervention at the level of the basic industries is indeed 
of crucial importance for the output of the economy as a whole.” 

€ the need for further state involvement in order to resolve disputes 
among firms in the interest of the economy overall. In doing so, the 
government might, however, also pursue objectives which go beyond a 
purely economic logic. 


The production and transformation of steel provide an excellent case 
to study these questions in detail. Over the last century, both industries 
together accounted for a large part of output and employment in almost 
all industrialised countries. After 1945, the automobile became not only 
the symbol of the consumer society, but also an indicator of the state of a 
nation's economy as a whole. Concerning the steel industry, political and 
military considerations have incited most governments to favour domestic 
production and, since the late nineteenth century, to protect their 
producers against foreign competition.? The resulting economic rents 
potentially had important repercussions for the competitive position of 
the using industries, since steel made up a major portion of their produc- 
tion costs." Only recently has the penetration of aluminium and composite 
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materials reduced the dependence of, for example, car manufacturers on 
steel prices. 

In addition, steel production requires large investments in order to 
benefit from significant economies of scale." Because of the high fixed 
costs, capacity utilisation is of crucial importance. It can be favoured in 
various ways, through exports or the development of downstream activi- 
ties for example. As a result of this cost structure, the steel industry is 
subject to important fluctuations along the business cycle." At least in 
Europe, companies have therefore tended to conclude cartel agreements 
in order to avoid competitive price cutting in periods of overcapacity. 

Based on the large body of research conducted by business historians, 
the following comparative overview of the relationships within the steel 
industry and between the steel producers and users in France and Germany 
will show how the different quality of inter-firm relations has led to 
different economic outcomes and to different levels of government 
involvement." The article focuses on three different periods when the 
power of steel poducers was at a maximum: the First World War and its 
aftermath, the late 1920s and 1930s, and finally the post-war period. 


III 


The attempts of French steel producers to organise their interests began 
in the middle of the nineteeth century.” In 1864 they established a trade 
association, the Comité des Forges de France, which lasted until 1940 and 
grouped from the beginning the vast majority of steel works in France. 
Up until 1914 the Comité concentrated largely on obtaining and maintain- 
ing tariff protection and on preventing labour and social legislation. 
Especially in the field of industrial relations, the concerted efforts of the 
French metal producers proved quite successful. They culminated at the 
end of 1900 in the formation of the Association of Metallurgical and 
Mining Industries (Union des Industries Métallurgiques et Miniéres = 
UIMM) which aimed at supporting its member firms and defending their 
interests in regard to labour questions. 

During the First World War, the power of the Comité des Forges reached 
unprecedented levels. Instead of creating a new bureaucracy to stimulate 
and regulate war production, the government relied on the trade associa- 
tion and its staff to import and distribute raw materials and to award 
armament contracts among the steel producers.” As John Godfrey notes, 
‘behind the façade of unity, however, there were bitter disputes among 
the members of the Comité des Forges'. The most serious conflict concerned 
the confiscation of German factories in Normandy and involved two of 
the largest French steel producers, de Wendel and Schneider.? 
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The confrontations between these family firms actually had a long 
tradition. Probably as a result of the personal rivalry between Eugène 
Schneider and Charles de Wendel, the Comité des Forges did not manage 
to elect a president between 1868 and 1880." But mistrust, disdain 
and open animosity existed among others as well. Pont-à-Mousson for 
example, the leading producer of cast iron pipes, was continuously 
haggling with its local competitor, Aubrives-Villerupt, which it believed 
to be ‘without any scruples’. And even the participation of both firms in 
the same cartel only changed their open conflict into ‘a cold war’.” 

There are contrary examples however. They include the Comptoir 
Métallurgique de Longwy, a sales syndicate for pig iron established in 
December 1876, which covered half of the French production in 1904 
and achieved full control, including exports, in the wake of the First 
World War.” Another example is the co-operation between Marine- 
Homécourt, Micheville and Pont-à-Mousson, commonly known as 
*Marmichpont', which dates back to the late nineteenth century when the 
three firms jointly acquired foreign coal mines." This, however, did 
not prevent them from supporting opposite sides in the aforementioned 
‘battle’ between Schneider and de Wendel. Overall, though, the excep- 
tional nature of these successful co-operations only confirms the 
dominant pattern of a confrontational relationship among the French 
steel makers. These confrontations clearly went beyond domestic rivalry, 
resembling feudal struggle rather than ‘normal’ competitive behaviour. 
In this context, it is interesting to note that iron smelting had indeed been 
recognised as a noble activity before the French Revolution.* 

On the other hand, French producers actually tried to limit direct 
competition through diversification. But specialisation was never com- 
plete, reducing the competitive threat only partially. Marine-Homécourt, 
for example, had activities in mining, mass steel, speciality steel and 
mechanical construction.” And even Schneider, which already before 
1914 largely specialised in armaments production, maintained plans to 
build new steel works in order to challenge the de Wendel ‘empire’.* A 
closer co-operation also seemed hampered by the existence of a significant 
number of re-rollers, firms without their own steel-making capacity. 
Conflicting interests often led to problems and interminable discussions 
within Comité des Forges and made the association less powerful than its 
reputation seemed to indicate.” 

It is difficult to quantify the impact of these confrontations on the 
economic efficiency of the French steel industry. But, overall, the 
industrial structure seems more dispersed than in Germany where the 
29 companies which formed the Steel Works Association in 1904 had a 
similar product portfolio and were of comparable size. Together they 
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accounted for almost 90 per cent of German crude steel production. 
Krupp as the largest among them held a share of less than ten per cent. In 
Germany, the need for a further concentration of the steel industry was 
reduced by the existence of relatively strong sales cartels which managed 
to ensure a steady capacity utilisation. But some industrialists, like 
August Thyssen, already advocated horizontal mergers to create larger, 
more efficient production units.* 

Before 1914, many German steel firms integrated vertically, backward 
into coal mines and downward into machinery in order to escape cartel 
control and to secure an outlet for their production. Immediately after the 
war, a number of steel producers formed so-called Interessengemein- 
schaften with the using industries. These relatively loose communities of 
interests aimed to reduce uncertainties and ensure stable profits for both 
sides. Most of them disappeared after the end of the hyperinflation in 
1923.” Nothing similar happened in France. On the contrary, the lack of 
co-operation between steel producers and users led to a series of conflicts 
during and immediately after the First World War. 

From 1915 onwards the Syndicat des Mécaniciens, Chaudronniers et 
Fondeurs de France, representing 600 steel-using firms, complained 
about the lack of raw material and accused the Comité des Forges of 
limiting the necessary imports in order to keep prices up. Under the 
impulsion of its very active President, Jules Niclausse, the Trade Associa- 
tion actually left the UIMM in order to ‘pursue the fight from the 
outside'.* Louis Renault, the founder and owner of the automobile 
company, voiced similar criticisms. After the war, in order to secure at 
least a partial independence of his supply from the steel industry, Renault 
persuaded other steel users to create the Union des Consommateurs des 
Produits Métallurgiques et Industriels (UCPMI). In 1919, the firm in 
which the car producer held a stake of almost 20 per cent acquired the 
large Hagondange steel works in Lorraine from Thyssen.” 

At the end of hostilities, the stee]-using industries demanded govern- 
ment action against the monopoly power of the Comité des Forges and a 
reduction of the import tariffs on steel products. At the same time, 
however, the Minister of Reconstruction, Louis Loucheur, actively 
supported the steel industry’s efforts to continue the wartime co-operation 
and to establish a central sales agency, the Comptoir Sidérurgique de 
France (CSF). Loucheur, like many others at the time, saw cartels among 
French producers as crucial to their success in international competition, 
especially against Germany.* But these plans encountered strong opposi- 
tion from the socialist party and the steel users. The latter mounted a 
violent press campaign against them. Asa result, Loucheur had to give up 
his support for the steel cartel. In a parliamentary speech on 14 February 
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1919, he even criticised the industry for its failure to export, called the 
protective pre-war tariffs a ‘laziness pillow’ and made them responsible 
for inefficiency and high prices." Without government backing and faced 
with resistance from the smaller steel producers, the CSF stopped its 
activities in 1923, but was not formally dissolved.* 

Thus, in addition to the long-standing tradition of conflicts among the 
‘steel barons’, a pattern of confrontations between the steel producing 
and using industries had emerged by the end of the First World War. With 
the improvement of the supply situation, the criticisms voiced by the steel 
users subsided in the following years. But they regained strength in the 
second half of the 1920s, when the European steel producers renewed 
their efforts to protect domestic markets from foreign competition. 


IV 


After the First World War the French steel industry doubled its production 
capacity when it took over the sequestered steel works which the Ruhr 
producers had built in the part of Lorraine annexed by Germany in 1871.9 
However, output increased only slowly since most of the plants in northern 
France were destroyed and had to be rebuilt.“ The German steel 
industry, on the other hand, lost more than one-third of its crude steel 
capacity. The Versailles Treaty also forced Germany to abandon all 
import duties on semi-finished steel products until 1925. As a result, after 
1918 the major German producers constructed modern low-cost facilities 
in the Rhine-Ruhr area.“ 

By the mid-1920s, when these plants started production, the industry 
was faced with a possible overcapacity. The steel companies therefore 
established new sales syndicates, starting with the Deutsche Rohstahl- 
gemeinschaft in October 1924. By 1926 cartels controlled almost 90 per 
cent of total steel production, much more than before the war.“ Since the 
summer of 1925 representatives of several large firms had also negotiated 
a merger, which on 1 April 1926 resulted in the formation of the Vereinigte 
Stahlwerke AG (United Steelworks Corporation), the second largest 
steel company in the world." At the same time the German steel industry 
sought an understanding with its European competitors in order to 
protect its home market fully from imports and thus ensure the function- 
ing of the domestic cartels. 

These efforts led in October 1926 to the creation of the first 
International Steel Cartel (ISC) comprising steel-makers in Germany, 
France, Belgium and Luxembourg. Its declared purpose was to regulate 
crude steel production in the member countries. This objective proved to 
be too ambitious and the cartel broke down in the wake of the Great 
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Depression of 1929. Its successor, established in 1933, limited itself to 
determining export quotas for a variety of major products and was there- 
fore more successful. As a result, both the French and the German steel 
industries were largely protected from outside competition, leading to 
domestic prices above the world market level." The consequences 
however, both within the steel industry and for the steel users, differed 
significantly from one country to the other. 

In France, the conflicts among the steel producers continued during 
the 1920s. The head of Pont-à-Mousson, Camille Cavallier, described the 
resulting atmosphere in a meeting of the Comité des Forges' directorate 
as follows: ‘It is babbling, incoherence and disagreement. ... We discuss 
without interruption, everybody speaks at the same time.' By the end ofthe 
decade, the level of co-operation within the French steel industry increased 
when they revived the domestic cartel CSF as a response to the formation 
of the ISC. But with a maximum of about 50 per cent, the part of the pro- 
duction sold under quota regimes remained low compared to Germany.” 
Defections and dissension being frequent, the discussions in the French 
group of the international cartel were reportedly quite 'stormy'." 

The renewed cartelisation efforts in France seemed, however, serious 
enough to preoccupy the transforming industries. UCPMI, the firm set up 
by the steel users in 1919, repeatedly refused to bow to the cartel disci- 
pline.” Apparently, Louis Renault was still fearful of the steel producers 
gaining more control over the firm. In 1931, he therefore established his 
own steel company, the Société des Aciers Fins de l'Est (SAFE), situated 
in Hagondange like UCPMI. And in a conversation with a steel industrial- 
ist in February 1932, he denounced the producers' attitude which he 
characterised as *malthusian':" "They created cartels and — like the glass 
producers - set prices at a high level, without having to spend money, to 
invest in their factories in order to improve the production facilities, not 
making any effort to rationalise or decrease costs.’ 

While this statement obviously contains an element of propaganda, 
the facts tend to confirm Renault's allegations. A concentration index 
calculated by Daniel Barbezat shows that in 1926 the steel industry in 
France was much more dispersed than in Germany. Only the Lorraine 
region, where the Ruhr producers had constructed a few high-volume 
plants before 1914, reached a similar level of concentration." Unlike their 
British and German counterparts, the French steel producers also failed 
to install a modern continuous rolling mill for the production of high- 
quality sheets before 1939." The French industrialists implicitly recognised 
this lack of modernisation during the Second World War when they set up 
a commission to study the prospects for such a strip mill and also lay the 
foundations of a joint research institute.?* 
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Another important handicap for the using industries in France, as well 
as in Germany, were the high steel prices. During the late 1920s and the 
1930s, the ISC completed the protection of the home market granted 
through import tariffs and restrictions, leading to domestic steel prices 
above the world market level.” And domestic prices remained higher 
than export prices even when the latter fell dramatically after 1929. 


TABLE ! 
EVOLUTION OF MERCHANT STEEL PRICES, 1929-38 


Index Export price Domestic prices 
1929 = 100 fob France 

1929 100 100 100 
1930 84 86 91 
1931 60 67 90 
1932 43 70 78 
1933 49 74 78 
1934 55 75 78 
1935 55 75 78 
1936 56 81 78 
1937 92 123 78 
1938 88 145 78 


Source: Ministére des Affaires Etrangéres, Archives Diplomatiques, DE-CE 1945-60, 
No.512, ‘Note sur les effets du Plan Schuman dans le domaine de l'acier’, 
23 July 1951. 


For France, this table also confirms the fact, vividly deplored by the 
steel producers and recounted by French business historians, that prices 
in the home market declined sharply after 1930 leading to a significant fall 
in profits." The situation only improved by the end of 1936 when demand 
picked up and the steel industry used an increase in wage rates to justify 
higher prices, even though unit labour costs actually fell. Government 
price controls came too late to prevent the producers from exercising 
their renewed market power." The negative implications of the difference 
between domestic and export prices for the international competitiveness 
of the French using industries have, however, been largely forgotten. 
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Only those who opposed a possible renewal of the ISC in 1949/50, like the 
socialist André Philip, pointed them out: ‘A very important element 
which led to a prolongation and aggravation of the economic crisis was the 
maintenance of stable prices through the steel cartel, while the sales prices 
of the consumer goods industries in the unprotected sectors collapsed.” 

Steel prices in Germany, controlled by the Nazi government from 1933 
onwards, also remained relatively high. But already in 1925 the Working 
Party of the Iron Transforming Industries Arbeitsgemeinschaft der Eisen 
verarbeitenden Industrien = AVI) had concluded an agreement with the 
steel producers, which limited the unfavourable repercussions of the high 
domestic prices for the using industries." Through a system of rebates, 
they received steel products at world market prices for all their goods sold 
outside Germany, thus remaining internationally competitive. The 
producers prevented potential resistance from the influential trade 
associations united in AVI both against the domestic cartels and the 
protective tariffs.“ They also benefited indirectly from the export sales of 
finished goods. 

As a result of the depression, the amount of rebates paid increased 
considerably because, as seen above, world market prices came down 
and, at the same time, the steel users exported a larger part of their 
production to make up for the decline in domestic demand. These develop- 
ments contributed significantly to the financial difficulties which many 
steel firms experienced in the early 1930s. Only government intervention 
actually prevented the United Steel Works from going bankrupt. An 
additional bone of contention between the steel producers and users was 
the fact that many of the former had their own finishing subsidiaries and 
supplied them at low transfer prices. But, in 1932, both sides reached a 
crisis agreement under which the steel industry continued to pay — 
reduced — rebates until 1938 when exports became insignificant. Officially, 
the AVI agreements were only terminated in 1941. 

The mutually beneficial solutions negotiated directly between the steel 
producers and users in Germany thus stand in clear contrast with the 
French case. Here the relationship remained. confrontational, because 
the steel industry did not accommodate the interests of their customers. 
The using industries in France therefore voiced harsh criticisms against 
the *malthusian' steel producers protected by high tariffs, domestic and 
international cartels. But their complaints had no effect on public policy. 
The French like most other European governments favoured, even 
actively encouraged, cartel formation. It also continued to protect the 
domestic steel market against foreign imports. The resulting high input 
prices clearly hampered the international competitiveness of firms like 
Renault. The car maker therefore pursued its move towards backward 
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vertical integration, a solution which was, however, not open to many of 
the smaller steel users. 

These conflicts, both within the French steel industry and among 
producers and users, continued after the Second World War. But by then 
the government assumed a much larger role in industrial matters and also 
gradually changed its attitude towards the protagonists. 


V 


The Comité des Forges was dissolved in 1940, when the Vichy government 
adopted a law prohibiting inter-professional trade unions and all employ- 
ers’ organisations. Instead it established so-called Comités d'Organisation 
(CO) in each branch of industry." The role of these Organisation 
Committees was to take stock of the industry's situation, to propose price 
schedules, to regulate the distribution of raw materials and to control 
production. A compulsory contribution ofall companies assured the 
financing of their large personnel. The CO usually exercised much more 
control over the individual firms than the dissolved trade association or 
cartel. In the steel industry, the Comptoir des Produits Sidérurgiques 
(CPS), which succeeded the CSF as central sales agency and was directed 
by the CO, actually controlled for the first time the distribution of all steel 
products in France. 

The increased power of the CO did not please all industrialists. Frangois 
de Wendel, President of the Comité des Forges from 1918 to 1940, 
complained about the proliferation of 'paper pushers' from the elite 
schools in the newly created organisation. The head of the CO, Jules 
Aubrun, had indeed graduated from the Ecole Polytechnique and 
belonged to its leading group, the Corps des Mines, which already before 
the war started 'colonising' the steel industry, especially in the north 
of France. In addition, Aubrun had spent part of his career with the 
Schneider firm.“ The conflicts within the French steel industry thus 
continued during the war. They reached a new climax in the immediate 
post-war period. 

After 1944, the debate among the steel producers concerned the 
concentration of the industry structure and the modernisation of produc- 
tion equipment. The former was largely blocked by the large family firms, 
de Wendel and Schneider, which seemed afraid of losing control to 
outside investors or the state." Immediately after the Second World War 
only one important merger occurred in 1948 when two firms from the 
north of France created the Union Sidérurgique du Nord de la France 
(Usinor).* A major reason for this decision was the purchase of a modern 
continuous rolling mill built in the United States. The plans to install such 
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a strip mill in the region dated back to the war years." When the two firms 
presented a detailed project to the French government in 1946, they took 
the steel producers in Lorraine by surprise. Most of them favoured a less 
radical solution comprising one or two semi-continuous mills. Frangois de 
Wendel actually seems to have declared 'that the people in the North 
were crazy’. 

The different views also surfaced in the framework of the French 
Modernisation and Equipment Plan initiated by Jean Monnet in 1946. 
During the meetings of the commission, where representatives of the 
employers, labour and government discussed the long-term goals for the 
steel industry, René Damien from Usinor openly disagreed with other 
producers about speed and extent of the necessary modernisation and 
concentration efforts.” In their recollection, participants have attributed 
these differences to a clash between backward and modern industrialists 
or to a generation conflict.” Seen over the longer term, however, they 
seem like the starting point of an increasing series of confrontations 
between the north and Lorraine which gradually supplanted the old 
family rivalries over the next decades.” 

Another important conflict among the French steel producers 
concerned the role and the power of the Trade Association. In 1944, the 
new French government initially maintained most of the wartime controls 
to deal with the acute shortages of food, raw materials, foreign currency 
and capital. The Organisation Committees were left largely untouched, 
but renamed Offices Professionnels and their heads replaced.” At the 
same time, most of the trade associations reconstituted themselves. In 
1945 the steel industry established a Chambre Syndicale de la Sidérurgie 
Frangaise (CSSF) with Jules Aubrun as President. In 1946, when the 
government finally dissolved the former COs, most of their staff and 
functions were taken over by the CSSF, including the Comptoir des 
Produits Sidérurgiques (CPS) which centralised most orders for steel 
products, distributed them among the producers and invoiced the buyers. 

By the end of 1948, shortages had disappeared and the government 
stopped the administrative distribution of goods. Many price controls 
were abandoned, even though the government retained the authority to 
intervene in sectors which it considered key for the economy. In the steel 
industry, the administration therefore continued to determine base prices, 
but had to rely on the producers themselves to obtain information on 
costs. This left room for manipulation, apparently used at least to some 
extent by the steel industry’s trade association.” The CSSF also had to 
allocate the fixed median price between the different types of production 
(Thomas and Siemens-Martin), leading frequently to conflicts among the 
industrialists, namely the de Wendels and Charles Schneider." 
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Another bone of contention was the allocation of production and 
export quotas by the CSSF. During the second half of 1949, when the 
world market prices for steel fell considerably and demand in France also 
slumped, the Trade Association had apparently more and more difficulties 
in maintaining discipline within the industry. The producers who had 
modernised their facilities seemed reluctant to ‘subsidise’ the less efficient 
works. American observers identified René Damien, now CEO of Usinor, 
as someone being ‘frequently at odds’ with the leaders of the CSSF. 
He and the head of Pont-à-Mousson, André Grandpierre, were also the 
major critics of a strict cartel agreement, elaborated by a trade association 
official at the beginning of 1950 intended to replace the CPS. Lengthy and 
sometimes heated discussions about this proposal took place between 
March and September 1950, without leading to any result.? 

During the same period, the modernisation of production equipment 
and the power of the Trade Association also led to a series of confronta- 
tions between the steel producers and the using industries. From 1945, 
Pierre Lefaucheux, the new President and CEO of the nationalised car 
maker Renault, claimed a strip mill for the company’s steel firm (SAFE). 
With this request, he continued the pre-war policy of Renault and the 
French automobile industry as a whole to make its supply at least partially 
independent from the steel producers. Lefaucheux, who worked as an 
engineer and a CEO in private industry before 1944, had already during 
the war criticised the ‘malthusian’ attitude of many businessmen. After 
the Liberation he wanted Renault to become a ‘pilot company’ for the 
whole French industry. 

Lefaucheux’s claims for the strip mill were not successful. But his 
insistence, together with the determination of Usinor, forced the reluctant 
steel producers in Lorraine (including de Wendel) to ‘get down from their 
high horses’.” In 1947, they formed a technical co-operative which later 
became Sollac (Société Lorraine de Laminage Continu) and sought 
permission to install a second continuous rolling mill in France, largely 
financed by the Marshall Plan. The Ministry of Industry in accordance 
with Monnet’s Planning Agency (Commissariat Général du Plan) sup- 
ported their proposal because SAFE’s production capacity would have 
been insufficient to supply the mill with the necessary input of crude steel. 
Lefaucheux, however, saw this decision as a sign ‘that the influence of the 
big steel industry was still strong in France, because it could so easily 
remove the risk of a company entering the industry which is not subject to 
its corporatist discipline’ .™ 

Less than two years later, Lefaucheux was at least partially successful. 
Against the resistance of the steel producers, he managed to obtain a 
widening of the planned installation from 66 to 80 inches, corresponding 


INTER-FIRM RELATIONS AND INDUSTRIAL POLICY 15 


better with the requirements of the fast growing and modernising auto- 
mobile production. This time he received the support of the Commissariat 
Général du Plan, which put increasing emphasis on the exports of finished 
goods in order to improve the French trade balance. These considerations 
also played an important role in the solution of another serious conflict 
which opposed steel producers and users.” 

As seen above, the central sales agency CPS acted as a ‘screen’ 
between the steel companies and the using industries, preventing the 
latter from expressing their needs directly and leading very often to an 
irregular quality of the steel products received. This cartel-like behaviour 
became a major handicap for the French steel users in 1949 when the 
international competition increased significantly as a result of the trade 
liberalisation undertaken within the framework of the Marshall Plan and 
the reappearance of the German competitors. The latter also benefited 
from lower domestic steel prices. 

Representatives of the steel-using industries in France therefore 
complained publicly and to government officials about their competitive 
disadvantages, asking for access to the cheapest sources of supply through 
an opening of steel markets in Europe. Only under this condition were 
they willing to accept a further removal of intra-European trade barriers 
or a possible inclusion of West Germany in the customs unions discussed 
at the time. Among the most ardent critics of the French steel industry 
and its cartel practices were the Secretary General of the Trade Associa- 
tion of the Mechanical Engineering and Metal Transforming Industries 
(Syndicat Général des Industries Mécaniques et Transformatrices des 
Métaux), Jean Constant, and - to no surprise — Renault’s Pierre 
Lefaucheux. 

The plan for a European Coal and Steel Community (ECSC), which 
the Planning Commissioner Jean Monnet had elaborated and which 
Foreign Minister Robert Schuman made public on 9 May 1950, offered a 
solution for the problem of French competitiveness.” The creation of a 
common coal and steel market without trade barriers and cartels was well 
received by the steel users in France. Pierre Lefaucheux declared to be a 
‘fierce supporter’ of the Schuman Plan, since ‘it would enable him to buy 
steel sheets at a lower price than from the French producers who never 
managed to understand the export needs of the transforming industries’. 

The ECSC Treaty met, on the other hand, with considerable resistance 
from the steel industry’s Trade Association and the Confederation 
of French Business Leaders, the CNPF (Conseil National du Patronat 
Frangais). They would have preferred a private solution similar to the ISC 
of the inter-war years rather than a common market with free competition 
supervised by the independent High Authority." Dissension among the 
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French steel producers themselves, the relatively pragmatic attitude of 
the CNPF and - most importantly — the support of the steel users and the 
United States made it possible for Jean Monnet to implement his largely 
market-driven conception of European integration. This undeniable 
success for the French using industries also reflected their increased 
economic (and political) importance in comparison with the first half of 
the twentieth century. Jean Constant, for example, repeatedly pointed 
out that only about 150,000 people were employed in steel production, 
whereas at least ten times as many jobs depended on the transforming 
industries. 

The Schuman Plan and the creation of the ECSC marked a shift in the 
attitude of the French government both towards the using industries and 
towards cartel agreements. On 18 July 1952, the French Parliament 
actually adopted a law prohibiting price-fixing by trade associations and 
cartels, followed in August 1953 by a — still relatively limited — anti-trust 
decree.” Already in 1952, the central sales agency CPS saw its functions 
largely reduced to data collection and statistics. The steel users in France 
did not conceal their satisfaction with this situation: ‘All the French 
consumers rejoice over the common market and it has benefited the 
French economy greatly. ... our national steel industry has made more 
progress in the last twenty months than in the forty years preceding'." 

The Schuman announcement of 9 May 1950 and the establishment of 
the common steel market resulted indeed in a series of mergers increasing 
the concentration of French production. Steel prices in France also 
moved in line with those in the other ECSC member countries and Euro- 
pean prices overall reached levels similar to the United States." But this 
free market solution, ideal from a neo-classical point of view, was only 
partially implemented and relatively short-lived." From the outset, the 
Community and the member states continued to intervene heavily in the 
coal sector. The High Authority also proved incapable of preventing the 
steel producers from establishing an export cartel which remained, 
however, less powerful than its predecessor had been during the 1930s. 
The success of similar efforts for the internal market was even more 
limited. Only the major steel crisis in the 1970s led to the creation of 
Eurofer which allocated quotas among the producers with the tacit 
approval of the European Commission." 

In France, after a short period of relaxation, the government continued 
to control domestic steel prices in clear violation of the ECSC Treaty." 
According to Jacques Ferry, Secretary General and from 1964 President 
of the CSSF, this decision was largely motivated by concerns about 
inflation rather than pressure from the using industries." But the conflicts 
among steel producers and users persisted during the following decades. 


Y 
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During the 1950s, the Syndicat des Industries Mécaniques lobbied the 
High Authority in Luxembourg to obtain lower steel prices and more 
imports from Germany.? At one point, the Trade Association also asked 
its member firms to refuse the payment of their invoices, leading to what 
Jacques Ferry described as a 'bloody battle' with the producers." In the 
1960s, the French government made two futile attempts to reconcile both 
groups in the interest of the country's overall competitiveness." Efforts to 
improve the problematic relationship through direct, high-level contacts 
between the industry representatives were also unsuccessful, both during 
the early 1950s and the early 1970s." 

The confrontations among the French steel producers did not cease 
either. As a result of the increasing concentration, two opposite poles 
emerged more and more clearly: on the one hand was Usinor, which 
absorbed Lorraine-Escaut in 1966, and, on the other, was Sacilor-Sollac, 
based on the merger of de Wendel and Sidelor in 1968." In his recent 
thesis about Usinor, Eric Godelier has shown how the rivalry between the 
two groups led to a competitive modernisation in the late 1960s and early 
1970s, creating financial commitments and overcapacities which proved 
to be disastrous during the subsequent steel crises. According to a former 
director of Usinor, the desirable co-ordination of the respective invest- 
ment projects was also hampered by the 'profound antipathy' between 
the two CEOs at the time.” 

Since the companies could not raise enough capital on their own, these 
investments ultimately resulted in more direct involvement from the banks 
and the government in the French steel industry. When demand and 
prices collapsed in the aftermath of the oil price shocks, the French steel 
producers not only made heavy losses, but also could not service their 
debts any more. To save the producers from bankruptcy, the state inter- 
vened and, in 1978, recapitalised the companies, but also converted its 
obligations into share capital, thus assuming majority control. At the same 
time, the government and the banks imposed a significant restructuring of 
steel-making activities, including a merger between Usinor and Chátillon 
Neuves-Maisons which left only two major producers in France." 

In 1981, the new socialist-communist government decided to make its 
de facto control of the French steel industry official through a fully-fledged 
nationalisation. Losses and restructuring efforts continued even under 
state ownership. A report by a government-appointed expert recom- 
mended a closer co-ordination between the two remaining firms and 
bringing the steel producers closer together with the immediate users (re- 
rolling, wiredrawing, stretching, and so on). In 1987 Usinor and Sacilor 
were finally merged. In the following year, the company made a profit for 
the first time since the mid-1970s. With an output of 17.6 million metric 
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tons of crude steel in 1993, Usinor-Sacilor was the largest west European 
steel producer and number three in the world behind Nippon Steel and 
POSCO from South Korea. In July 1995, the French government privatised 
the company which had returned to profitability in the previous year after 
incurring losses during the world-wide recession from 1991 to 1993. 

Conflicts and confrontations within the French steel industry thus 
continued during most of the post-war period. The relationship between 
the steel producers and users also remained confrontational. Only the 
succession of crises and the increase of global competition since the mid- 
1970s seem to have made the steel makers more attentive to their clients' 
needs. The government intervened more and more frequently to resolve 
the recurring problems. In comparison, the situation in Germany after 
1945 was characterised by a relatively harmonious relationship both 
among steel firms and between them and the using industries. Subse- 
quently, the level of government involvement also remained rather 
limited. 

After the Second World War, the relationship between the steel 
producing and using industries in West Germany continued to be based 
on mutual understanding and support." Thus in 1948, when the Steel 
Trade Association (WV Stahl) re-established an export commission, 
the producers underlined the importance of 'indirect exports', that is of 
finished goods incorporating steel, and therefore the need for a close 
co-operation with the representatives of the transforming industries." 
The steel users, on the other hand, supported the producers' modernisa- 
tion efforts, especially their claims for a modern continuous strip mill. 
When the attempts to obtain US funding through the Marshall Plan or 
private capital failed, the using industries agreed to a temporary levy on 
their sales in order to finance the modernisation of the basic industries in 
West Germany.” 

Immediately after 1945, the German steel industry was actually faced 
with the prospect of dismantling and deconcentration by the victorious 
Allies. These outside challenges obviously reinforced the already existing 
cohesion among the producers. Supported by their workers, German 
politicians and an important part of the US occupation authorities, they 
managed to limit the destruction and removal of production capacity. 
With respect to the deconcentration, the Germans were successful in 
blocking these efforts for a long time, but finally had to cede to French 
demands and American pressure in 1950/51 during the ECSC Treaty 
negotiations. The highly integrated firms in the Ruhr area were split into 
23 separate entities and had to dispose of a large part of their coal mines." 

As a result of the deconcentration and the increased competition in the 
ECSC, and as a response to changes in demand, the German steel 
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industry specialised more than in the first half of the twentieth century. 
The mergers during the 1950s and 1960s therefore did not resurrect the 
pre-war vertically integrated Konzerne, but created highly specialised 
firms which could benefit from economies of scale to reduce production 
costs. This limited the competition among the German producers and 
also made them relatively successful on European and world markets." 
In the late 1960s, while the French producers engaged in a process of com- 
petitive modernisation, the German firms co-ordinated their investment 
plans, closed down obsolete installations and concluded specialisation 
agreements. Mannesmann and Thyssen even went as far as exchanging 
their tube and sheet making activities.” 

In this context of inter-firm co-operation and co-ordination, there was 
no need for state intervention. After the Second World War, the West 
German government in general limited its role to rule setting and enforce- 
ment. And unlike the French case, even during the repeated crises since 
the 1970s, the German steel industry restructured largely without state 
interference and involvement.” Only recently, as a result of re-unification, 
the government started playing a more active role. Huge public subsidies 
helped an ailing steel firm in former East Germany (Ekostahl) to survive, 
an action criticised not only by the European Commission, but also by the 
other German steel producers. 


VI 


The preceding overview of the steel producing and using industries in 
France has shown that inter-firm conflicts and confrontations played an 
important role in their evolution during the last 100 years. 

Since the late nineteenth century, the French steel producers tried to 
avoid direct competition through specialisation, but only with limited 
success. The continuing — actual and potential — competitive threat 
therefore led, on the one hand, to repeated cartelisation efforts and 
provided, on the other hand, the economic basis for major disagreements 
and even outright ‘battles’ between the different firms. Personal animosi- 
ties among the leading industrialists significantly reinforced these 
frequently recurring confrontations. What looks at the outset like ‘feudal’ 
rivalries between the dominant families (especially de Wendel and 
Schneider) persisted, however, after the Second World War when profes- 
sional managers became more important. 

The relationship between steel producers and users in France has also 
been marked by severe confrontations. They mainly centred around the 
high domestic steel prices which severely handicapped the French car 
makers and other steel-using industries on international markets. These 


20 BUSINESS HISTORY 


conflicts usually reached a certain peak when protective barriers were 
complemented by internal cartels, sheltering the steel industry against 
foreign competition and allowing it to obtain monopoly rents. The users 
also criticised the steel industry’s failure to decrease costs by modernising 
and concentrating their production facilities. Only large firms, like 
Renault, could afford to integrate backward, making the price and the 
quality of their supplies at least partially independent from the producers. 

The steel-using industries in Germany also faced high domestic steel 
prices as a result of tariff protection and cartels which were actually much 
stronger than in France. The similar situation did not, however, lead to 
the same outcome. And the major reason for this difference was the 
co-operative nature of inter-firm relations. In the 1920s producers and 
users managed to negotiate an agreement which safeguarded the inter- 
national competitiveness of the latter. Their mutually beneficial relation- 
ship continued — in different forms — after the Second World War. The 
German steel industry in general was much more attentive to the users' 
requirements and concerns than the French one. 

The almost diametrically opposed nature of inter-firm relations resulted 
in a significantly different level of government involvement in each 
country. In Germany, where most of the potential conflicts of interests 
were resolved directly between the industry representatives, there was 
hardly any need for state intervention to resolve disputes or prevent 
harmful consequences for the economy overall. In France, on the other 
hand, the Trade Association of the steel-using industries appealed to the 
government for support since the First World War. Its claims for an 
abolition of protective tariffs and cartels were only crowned with success 
in 1950 when the French Foreign Minister Robert Schuman proposed the 
establishment of a common West European steel market with free 
competition. 

The competitive threat actually pushed the French producers to 
pursue and complete the modernisation and concentration efforts under- 
taken immediately after the Second World War. But this situation was 
only temporary. Soon, the ‘old demons’ of - limited — cartel agreements 
resurfaced and the ECSC proved incapable of using its powers to challenge 
them. In France itself, the state did not refrain from further intervention 
though price controls. And conflicts between the steel producers and 
users continued until the 1970s when the increase in world-wide com- 
petition made the steel companies more attentive to their clients' needs. 
The continuing confrontations within the steel industry had also prevented 
the necessary restructuring of production facilities. It only happened in 
the late 1970s and early 1980s when the government assumed majority 
control and finally nationalised tbe industry. 
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Further work is necessary to determine whether the ‘confrontational 
model’ of inter-firm relations in France is confined to steel producers and 
users. Similar patterns seem to exist in the electronics and computer 
industries." This could be one of the reasons why the French government's 
efforts in this sector were less successful than the Japanese. Another 
important aspect which requires additional detailed research, going far 
beyond the scope of the present study, is the extent to which different 
patterns of inter-firm relations in France, Germany and elsewhere are 
rooted in each country’s general cultural characteristics. 
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Industrial Lending by English Commercial 
Banks, 1860s—1914: Why Did Banks 
Refuse Loans? 


FORREST CAPIE and MICHAEL COLLINS 
City University and University of Leeds 


There is a long-standing debate on the role of banks in industrial finance 
in Britain before the First World War.' At its broadest, the debate is 
bound up with the analysis of British ruling elites, their composition and 
the manifestation of their power. It has often been claimed that there was 
a divide between the financial and industrial interests within the country’s 
economic, political and social elites and that — to express it baldly — British 
political economy before 1914 was more greatly influenced by bankers 
and merchants than by industrialists. In consequence, policy was more 
closely oriented to the needs of City of London institutions, whose activi- 
ties, in turn, were more frequently concerned with the international 
economy than with the needs of British industry. At a more prosaic 
level, critics of the banks allege that inflexible institutional practices and 
inefficient financial markets meant that the type and amount of financial 
flows and services made available to industrialists were inadequate.' The 
adverse outcome, it is claimed, was the low rate of investment in UK 
industry and the subsequent relatively lower growth rate and loss of 
international hegemony.* Such allegations are controversial and all have 
been challenged.’ Nevertheless, there remains a fair degree of suspicion 
that, in the years before 1914, British banks — which were amongst the 
most stable and richly resourced in the world — failed to support adequately 
the development of British industry. 

The debate embraces the full range of financial institutions: the Bank 
of England, merchant banks, the Stock Exchange, insurance funds, and 
so on. However, at that time, the great bulk of industrial firms were 
operating on a small and medium scale and, for them, it was the part 
played by the commercial banks which was critical. During the last quarter 
of the nineteenth century the large commercial banks were actively 
involved in consolidating extensive branch networks both through mergers 
between local and regional banks and through the opening of many new 
offices. As a result, throughout the country every industrial firm of 
reasonable size and reputation had ready access to a range of commercial 
bank services. Indeed, it was to their local branch bank, rather than to 
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other financial institutions, that industrialists were most likely to turn for 
their normal borrowing requirements, especially given the convenience 
and accessibility of overdraft and other lending facilities which were on 
general offer at all commercial banks. More specialist and expensive 
facilities (such as the issuing and underwriting services at the London 
merchant banks) would obviously have been inappropriate for the modest 
requirements of the great majority of small and medium-sized firms. It 
was the retail banks in the high street of every town that were operating 
routinely at the interface between finance and industry and it is in the 
historical record of such institutions as the London & Midland Bank, 
Lloyds, the Bank of Liverpool and the scores of similar deposit-taking 
banks that the facts about the working relationship between banks and 
industry can be found — it is there that the extent of the banks’ support for 
industry can be gauged. 

Yet, establishing the truth about commercial banking practice with 
respect to the loans made to industrial clients has not been as straight- 
forward as might first appear. Transactions on individual accounts have 
always been confidential, of course, and industrial accounts are no excep- 
tion to this rule. Thus, the amount of hard information coming into the 
public domain has been sorely restricted.‘ Before 1914, even public 
pronouncements by bank representatives were rare and of a general 
nature only. It seems to us, however, that a proper historical assessment 
can only proceed on the basis of sound, factual information about the 
detailed operation of the accounts of industrial clients. Time has made 
the revelation of details from the period less sensitive and, with the 
encouragement of today’s clearing banks, we have set out to establish the 
facts about the actual practice of the commercial banks with respect to 
loans made by them to their industrial clients in the years before 1914. 
This objective is the aim of a large-scale research project into the nature 
and extent of bank lending to industry, 1850-1914. This article reports the 
results of one important part of that investigation, an analysis of the 
reasons for negative decisions made by the banks. It is concerned with the 
reasons English commercial banks before the First World War refused to 
meet specific requests for loans from industrial clients. Throughout, we 
refer to ‘industrial’ customers but this includes some mining and quarrying 
activity and on occasions to some other business such as retailing where 
there is an industrial connection. 


II 


For this study we draw heavily on contemporary, confidential bank 
records, now held in the archives of the clearing banks.’ The specific 
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sources used here are the private memoranda and similar material 
created by branch managers and other bank officials. These constitute an 
extremely fruitful source, giving details of the operation of accounts, 
including explanations of decisions over lending. 

Appreciation of the information contained in private memoranda 
books and similar records requires, in the first instance, an understanding 
of the reasons for the creation of these records. Their purpose was 
twofold. In the first instance they served as an aide memoire for the bank 
manager who had to deal at random intervals with a large number of 
customers. He needed to be able to look up a particular client in the index 
and refresh his memory about previous interviews and correspondence 
and about the details of the client firm’s business. Because of this, the 
private memoranda books constitute, in effect, a record of all com- 
munications between manager and customer, together with any private 
thoughts the manager might have had on the financial position and 
prospects of firms which were important enough to note down. Their 
second function arose out of managerial control requirements within the 
banks. Towards the turn of the century, the use of the same type of 
private memoranda books by the increasing numbers of local branch 
managers employed within the one bank was part of the internal efforts of 
the more successful, large multi-branch banks to increase and standardise 
the degree of control exercised by the organisation’s central management 
from head office (or from a centralised loan department). For this reason 
the books also provide a record of communications between local manager 
and head office. It is in this capacity that they also provide insights into 
policy on bank lending to industry. 

We built an extensive data set of information on over 3,000 individual 
industrial accounts, drawn from internal, confidential records of the 
operations at 268 separate branches of 20 individual banks (with particular 
use of the records of Lloyds Bank and the Midland Bank). These relate to 
both existing customers and approaches from prospective customers. 
Although the periods for which records are available on individual 
industrial accounts differ a great deal, for many it has been possible to 
follow operations over many years. In aggregate, the private memoranda 
material covers the years, 1866-1914, and the coverage is such that the 
resultant sample may be taken as representative of the sort of industrial 
lending being made by English commercial banks in the provinces at that 
time. Overdrafts of all sizes are included, encompassing a wide range 
from small businesses with a single proprietor to some of the largest 
companies of the period. The localities included in the study were drawn 
mainly from the industrial heartlands of the midlands and north of 
England, although some of the accounts were based in London, Wales 
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and on the south coast. In sum, it has been possible to compile rich detail 
on a sample of industrial accounts in the West Midlands, the East 
Midlands, Lancashire, Yorkshire, and the north-east of England — with 
supplementary material on South Wales. While most requests for loans 
were discussed with regional and/or head office, there is no risk that 
we have missed major loan negotiations conducted solely with a head 
office. 

This article is concerned with those occasions when requests from 
industrialists for loans were refused by the bark, and where the reasons for 
the refusal were recorded. Within the sample of industrial accounts drawn 
from the banks’ private memoranda we have identified 453 separate cases 
of banks refusing industrial clients’ requests for loahs. These constitute 
the basic data set to be analysed in the paper. 

The focus on refusals is highly revealing. As the private memoranda 
books were confidential to the bank, it can be assumed that they provide 
an accurate record of the thinking of bank officials at the time, including 
their genuine reasons for refusal. Examination of the reasons for these 
unsuccessful loan applications provides a means of establishing the limits 
to industrial lending made by the commercial banks in the pre-1914 
period, of determining where the line was drawn by the banks between 
acceptable and unacceptable loans to industrialists. It should, thus, high- 
light the principles and rules governing bank practice at that time and 
provide one means by which to evaluate the various criticisms levelled at 
the banks with respect to support for industry. The study helps establish 
what commercial banks actually did, and how bank rules and criteria on 
lending restricted their function as providers of industrial finance. 

The presentation of the results is organised in the following manner. 
First, general conclusions are drawn on the overall frequency of loan 
refusals to industrialists (section IIT). In the core of the paper (section IV) 
the three main categories of reasons for refusal are examined in turn: 
bank doubts about the nature of the proposed loan; doubts about the 
borrower; and doubts about the security available. We then deal with the 
quantitatively less important reasons for refusal because these, too, 
provide important collaborative evidence of contemporary bank practice. 
Finally, attention is drawn to the position of new industrial firms which 
were refused loans. 


III 


Before proceeding with a breakdown of the 453 cases in which the banks 
refused to give loans to industrialists, an important general point should 
be made on frequency. The total of 453 refusals is a small number 
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considering that it is all the refusals that occurred on 3,013 bank accounts 
over many years. We conclude that refusals by commercial banks to meet 
explicit requests from industrial clients for new loans were rare. 

The reasons for this rarity require some consideration. It could 
perhaps be argued that it reflected the liberality of bank lending towards 
industry. In fact bankers themselves argued that they never refused any 
reasonable request.* However, it is likely that such a low frequency of 
refusals is less an indication of the liberality of bankers than of the 
‘reasonableness’ of the requests. It is sensible to assume that the great 
bulk of industrialists’ requests for loans would have been governed by 
their prior knowledge of the sort of accommodation bankers were willing 
to countenance. Established businesses which had been operating a bank 
account for some time would have acquired a fairly accurate picture of 
the sort of criteria that made a loan acceptable to a commercial bank — a 
fairly clear picture of what the bankers considered to be a reasonable type 
of security, an acceptable duration of loan and a justifiable purpose to 
which the loan could be put. The vast majority of requests would, thus, 
have been subjected to great deal of prior sifting before coming to 
the bank, industrialists would not be wasting their time by asking for 
loans they knew the bank would find unacceptable. In this manner most 
requests would have been couched in terms consistent with current 
practice amongst the banks and, in doubtful cases, a client would perhaps 
have made informal enquiries of the bank manager before submitting 
a formal request for a loan (some of these informal approaches were 
recorded in the private memoranda). 

Recorded refusals, therefore, are likely to have occurred where there 
was inexperience on the part of the borrower (for instance, in the case of 
new firms); where there was an element of financial desperation (with 
matters so bad, and alternatives so few, that it was worth trying a long- 
shot by asking the bank for a loan which the client might feel had little 
chance of acceptance); where the bank unilaterally introduced changes to 
existing practice (so that clients might initially be unaware of the changes); 
where the request was in some respect ‘marginal’, with some uncertainty 
as to whether the proposed conditions were indeed acceptable to the 
bank. These criteria appear to have been applied universally across the 
spectrum of economic activity. In fact, our detailed examination of the 
reasons for banks refusing loans confirms that industrialists very rarely 
asked for loans which fell outside the normal parameters of commercial 
banking business. This examination establishes that very few of the loan 
requests that were refused arose from doubts that the proposed loan was 
not of the sort consistent with credit banking and it is not surprising, 
therefore, that there were so few refusals in total. 
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IV 


Table 1 provides a breakdown, under broad categories, of the reasons 
recorded by bank officials for refusing a client’s request for a loan. (We 
use the word loan throughout the discussion although in the English 
provincial context this was almost invarably an overdraft). As has already 
been noted, there were 453 cases of refusal in the records examined. On 
occasions more than one reason was given and the figures in the table 
refer to the number of ‘reasons’ (516 in total), not the number of refusals. 

Banks then, as now, were in the business of making loans and assessing 
risk and it is apparent from Table 1 that the overwhelming proportion of 
refusals were made not on questions of principle but of expediency arising 
from the risk-assessment process, and most of these concerned straight- 
forward doubts about client firms and the adequacy of the security being 
offered. 

In Table 1 (cols. 1 and 2) and Table 2 we summarise data on refusals 
arising out of the the nature of the proposed loan. There were occasions 
on which requests for loans were turned down because the banks felt that 
the sort of accommodation being proposed was not of the type in which 
deposit banks should be engaged. In these cases a loan was declined 
irrespective of the creditworthiness of the borrower or the validity of the 
security on offer. In such cases, standards of 'appropriateness' were 
largely determined by the proposed purpose to which the loan was to be 
put and the proposed period of duration. On the face of it, such refusals to 
make loans because of what the banks deemed to be the inappropriate 
nature of the proposed loan should reveal a great deal about the type of 
business that English commercial banks were offering at that time. The 
figures are given in Table 1, columns 1-2. It is clear that only a small 
minority of refusals arose from the ‘inappropriate’ nature of the loan. 
Thirty-four (6.6 per cent of the total) were declined because of the 
inappropriate purpose to which it was proposed to put the bank credit and 
five (one per cent) because the proposed period of the loan was too long. 
To reiterate the point made in the previous section, we interpret the low 
incidence rate of this particular type of refusal as evidence that indus- 
trialists rarely asked the banks for loans that were outside the normal 
requirements of the established principles of credit banking, evidence 
strongly reinforced by the low overall refusal rate discussed above. 

Examination of those few, 'out-of-the-ordinary' loan requests that 
were formally presented by industrialists and considered by their bankers 
as inappropriate is, nevertheless, revealing of where the line was drawn at 
that time between legitimate and illegitimate commercial banking lending 
business. In fact, the overwhelming bulk of refusals on the grounds of 


TABLE 1 


ANALYSIS OF REASONS GIVEN BY BANKS FOR REFUSING LOANS TO 
INDUSTRIAL CLIENTS, 1855-1914 


No. of refusals 453 

No of reasons 516 (6 miscellaneous not listed in table) 

(The figures in the columns refer to the number of times specified reasons were cited, the percentage of the total is given in 
parentheses). 


No. of industrial accounts surveyed. 3,013 
No of banks. 20 
No of branches: 268 





Doabts About Doubts Doubts About 
Nature Of Loan Doubts About Chent About Rete Of Retr Other 
Rowe ena eae an eae ee Secunty 
1 2 3 4 5 6 7 8 9 10 Il 12 
Poor Doubts Reformi 
Fomai — About to 
Poston — imegnuty/ Unable Amiet 
Penodd Of Abuhty Previous Ineufficaent To With Overall 
Ineppropnate Too Chet Of Fastory OF Information Imsdeqnate Agree Indmstral Other Portfobo 
Purpose Long Fam Cie. Account On Chent Tumover Taros Sector Benks Management 
34 5 1o 40 20 9 193 26 7 19 10 5 
(6 6%) (1%) (275%) ("X (3 9*4) (1 7%) (37 4%) (5%) (1 4%) G 7) (1 9%) (1%) 





Source. Clearing bank archives. 


TABLE 2 


REASONS FOR LOAN REFUSALS: 
PROPOSED USE OF LOAN CONSIDERED INAPPROPRIU 





(n = 34) 
Expenditure On Fixed Mortgage France Proposed To Use Lom Purchase Of Other Purchase O 
Capital Consadered Moro To Repay Mortgage Fms’ Aseots Equit; 
Appropriate By Benk 
18 4 1 3 4 





Source: Clearing banks’ archives. 
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inappropriateness was associated with the borrowers’ wish to use the 
bank loan to purchase fixed capital assets. Table 2 shows that this was 
explicitly the case in 18 out of the total of 34 of this type of refusal. The 
four recorded refusals in column 2 of the table could well be grouped with 
those in column 1, in that the banks’ suggestion that mortgage finance 
should be sought implies that the purpose of the loans was to buy property. 
In addition there was one example where a bank loan was sought unsuccess- 
fully to repay a mortgage. The banks refused also to lend on three 
occasions to enable clients to purchase other companies or part of those 
companies’ assets (col. 3). Four requests for loans to finance the purchase 
of equity (either buying the company’s own shares or buying out an 
existing partner) were turned down, and on two occasions the banks 
refused to provide credit pending the placing of clients’ shares on the 
market as, it was noted in the archives, that this would be akin to under- 
writing the issues. All of the five refusals on the grounds of duration 
expressed the banks’ aversion to long-term loans being made at the outset 
of an agreement (although other parts of our investigation confirm the 
widespread practice of regular renewal of short-term loans over long 
periods). 

Though the numbers are small, the reasons for refusals on the basis of 
inappropriateness confirm our findings from the broader study we have 
made conducted on industrial loans that were granted. They show clearly 
that English commercial banks had a clear preference for short-term 
trade credit and wished to avoid the provision of longer-term for capital 
expenditure. In effect the bankers appear to have had a clear preference 
for specialisation of function. They sought to confine their lending to the 
short end of the market, leaving other financing to other institutions 
willing to take on that type of business. 

In Table 1 (cols. 3—6), we present some summary figures on doubts 
about the borrower. Loans to the private sector such as overdrafts of the 
sort with which this paper is concerned, are non-marketable and are the 
least liquid of banks' assets. Such loans represent the opposite end of the 
spectrum from cash and near-cash assets within the commercial banks’ 
portfolios. But while the risks are greater, so too are the rates of return. 
Efficient assessment of risk, and the avoidance of undue risk, thus, lies at 
the core of any successful lending business. The ultimate liquidity and 
security of loans to the private sector depends — more so than in the case of 
other assets held by banks — on the careful scrutiny of the borrower and on 
the close application of prudential rules governing the security, purpose 
and duration of loans. 

One specific feature of the manner in which industrialloans were made 
in the period before 1914 highlights the critical importance of a bank's 
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assessment of the borrower. Our researches reveal that somewhat over 
half of the industrial overdrafts made in the provinces did not involve the 
formal deposit of securities — they were either wholly unsecured or relied 
on the signing of personal guarantees. 

From the industrial client’s perspective, ready access to lending facili- 
ties which did not require the formal deposit of security was obviously of 
great convenience. Such a facility meant that firms with few liquid assets 
could borrow solely on the strength of the bank’s assessment of the overall 
value of their total assets and their general business prospects. They had 
no need to accumulate holdings of securities for deposit with their bankers 
in order to ensure credit facilities. Of course, it also meant industrial 
concerns that were in possession of liquid assets could borrow from their 
bankers without diminishing their liquidity directly, by handing over the 
securities. 

For the banks, the practice of providing unsecured loans to industrialists 
necessitated the operation of effective assessment procedures. It is some- 
times suggested that part of the strength and peculiarity of the universal 
bank system that operated in Germany around the turn of the century was 
that credit was often provided unsecured for industrial clients.” Amongst 
other things, this meant that banks needed to build up a close knowledge 
of their customers and their businesses, promoting greater involvement in 
industrial affairs. It is clear from our researches that the same was true of 
English banks lending in the provinces. 

It was particularly the case for unsecured loans that the capacity for 
conducting a meaningful business was largely a matter of trust and con- 
fidence, heavily dependent before 1914 on the personal relations between 
lender and borrower. Confidence, in turn, was a function of a variety of 
factors: the sufficiency of the bank’s intelligence on the client; the bank’s 
assessment of the client’s assets relative to the size of the loan; the legal 
status of the borrower; the size of the loan itself; the purpose of the loan; 
the duration of the loan; and so on. All things being equal, the greater the 
bank’s confidence in the ability of the client to repay the loan, the less its 
concern about the formal deposit of security. As a consequence, the 
practice of unsecured loans favoured established clients, well-known to 
the bank. It may have also favoured the wealthier industrial clients, in 
that in such circumstances a banker was likely to be more impressed by 
public displays of wealth and public reputation and less likely to require 
the deposit of formal security. In the case of corporate clients, too, the 
same principles and biases applied although in such cases the bank could, 
and did, look to recent balance sheets, directors’ reports and available 
lists of directors and shareholders, before deciding if formal security were 
to be required to cover a loan. 
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The reasons specified for doubts about the borrower that led to a loan 
being refused are given in columns 3—6 of Table 1. Just over one-quarter 
(27.5 per cent) of all refusals arose from doubts concerning the poor 
overall financial position of the borrower. The records show that the 
banks routinely updated their information on clients’ financial performance 
and strength. The information was gleaned from a variety of sources, but 
an analysis of transactions on the account at the bank, examination of 
the clients’ summary business accounts (especially balance sheets) and 
personal interviews with the client were commonly used. Thus, a well-run 
branch bank was usually in a position to monitor the security of current 
loans to industrialists and to respond to requests for new loans from 
existing borrowers. In the case of new borrowers, the branch manager 
would expect the customer to provide adequate information on the 
soundness of the firm’s financial position. 

Table 3 provides more detail about the sort of anxieties over clients’ 
financial positions that preoccupied the lenders. In two-fifths of the 142 
cases recorded the banks focused on adverse current or recent commer- 
cial performance — ‘poor profitability’ in first column of the table. The 
other main reason for refusal on grounds of the clients’ financial position 
(accounting, again, for two-fifths of this sub-total) was the inadequacy of 
the clients’ capital base, be it composed of stocks and shares or private 
partnership holdings. A closely related reason cited in a small number of 
cases (eight cases in all) was the already relatively high indebtedness of 
clients. In the remaining 20 cases the reasons were less specific, with the 
banks expressing concerns over the general financial position of the 
would-be borrower. 

More fundamental doubts about the borrower arose when the bank 


TABLE 3 
REASONS FOR LOAN REFUSALS. WEAK CLIENT FINANCIAL POSITION 
(n = 142) 
(Percentage of total number of reasons (516) grven m parentheses) 





Poor Profitability Inadequate Capital Excessive General 
Indebtedness 
60 54 8 20 
(11 6%) (10 5%) (1 6%) (3 9%) 


Source: Clearing bank archives. 
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manager had cause to question the personal integrity or business acumen 
of the partner(s), manager or directors of the borrowing firm. However, 
this was cited as the reason for loan refusal in just under eight per cent of 
cases (Table 1, col. 4). Here the bank's sources were inevitably less formal 
than in the case of financial information and depended largely upon the 
branch manager's local knowledge and use of contacts within the business 
community. Obviously in the case of existing clients the bank was on 
more solid ground and could refer to the operation of the client's bank 
account. Not surprisingly, the great bulk of these were satisfactory and, in 
fact, it was in fewer than four per cent of cases (Table 1, col. 5) that the 
history of transactions on the account was given as the reason for refusal. 
Finally, within this group of loan refusals arising from doubts about the 
borrower, in just 1.7 per cent of the total of refusals (Table 1, col. 6) did 
the banks deny accommodation on grounds of 'inadequate information'. 


V 


Table 1 (col. 7) and Table 4 together provide a guide to the doubts 
expressed over security. Dissatisfaction with the type of security being 
offered against the loan was the single most important factor cited as the 
reason for refusing a loan to industrial firms. This applied to 37.4 per cent 
of all refusals. A broad breakdown of the banks’ reasons for doubting the 
adequacy of security against loans is given in Table 4. The most common 
concerned liquidity. For obvious reasons, all banks in the survey were 
extremely keen to ensure that in cases of default they would be left with a 
ready means of recouping their loans. In practice this meant that if the 
granting of a loan were to be contingent on securities being assigned to, or 
left on deposit at, the bank then those securities should be readily realisable. 
Ascan be seen, anxieties over the liquidity of proffered securities resulted 
in some 22 per cent of the total of refusals (Table 4, Part I). 

Sometimes more than one reason was given, but the figures in Part IL of 
Table 4 provide a breakdown of the main factors determining the banks' 
judgements on liquidity. In 41 cases the issue was straightforward, for here 
no security at all was available even though the banks thought it appropriate 
to have some. Refusals were inevitable in these cases. The other specified 
instances of refusal on the basis of inadequate liquidity revolved around 
the nature of the securities offered. Property deeds, leases and second 
mortgages were considered to be too illiquid in 35 instances, offers of 
company debentures were declined on similar grounds in 19 instances, and 
various claims on the clients' own equity were turned down in seven 
instances. Specific examples will illustrate the type of judgements being 
made. Thus, in 1894? Lambton & Co. of Newcastle on Tyne refused a 
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TABLE 4 


REASONS FOR LOAN REFUSALS: INADEQUACY OF SECURITY 
(n = 193) 
(Percentage of total number of reasons (516) given m parentheses) 


PART I: Inadequate Security 


114 47 li 17 4 


(22 1%) (9 1%) (21%) (3 3%) (0.8%) 


PART II: Breakdown Of Reasons For Inadequate Liquidity 


Property Deeds, 
No Secunty Leases and 
Offered or Second 
Available Debentures Other 
41 35 19 7 12 


Source: Clearing bank archives 


request from a shipbuilding company for a loan of £25,000 because of the 
bank’s reluctance to take the client’s debentures; Lloyds Bank in 1902 
refused to lend £100,000 to a coal mining company on the security of 
colliery leases; and — at a much more modest scale — in 1884, refused a loan 
of £500 to a jeweller who was offering a second mortgage and life policy as 
cover. In 1900 the same bank denied £200 to a quarrying firm whose balance 
sheet was illiquid yet was seeking the loan without offering any security. 

These results are again consistent with the view that English banks 
were preoccupied with liquidity. However, it does not follow that these 
banks never took as security against loans anything but very liquid assets. 
Indeed, other results from the main study reveal that banks did hold 
securities such as deeds, leases and debentures. Much depended on 
detailed circumstances of the account. Such securities would be acceptable 
where, for instance, all other evidence showed the client firm to be 
wealthy and trustworthy (for example, in cases of long-established clients). 
Conversely, the banks would take such securities on existing loans that 
ran into difficulty — they may have preferred more liquid assets but, in 
unfavourable circumstances, those less than ideal would be considered 


INDUSTRIAL LENDING BY ENGLISH COMMERCIAL BANKS 39 


and they would take the best available at the time. In contrast, the results 
presented in this paper are concerned with circumstances in which the 
banks were probably at their strongest relative to industrial clients — that 
is, when loans were first sought — and, therefore, represent more strongly 
the banks' preferences on acceptable securities. These revealed prefer- 
ences were closer to the orthodoxy on liquidity as expressed in the banking 
literature of the time, but they do not exclusively represent all lending 
business conducted by the banks. 

In cases where the banks were prepared to countenance making loans 
without the formal deposit of security, a very common practice was to 
obtain the personal guarantees of partners or directors. It was with respect 
to these that the second major set of doubts concerning security arose. As 
Table 4 shows, in 47 cases bank investigations revealed anxieties about the 
ability of potential guarantors to meet the debt in case of default and 
another eleven cases where partners or directors refused to give the banks 
the personal guarantees they sought. In consequence, loans were refused. 

Finally, on refusals made on the basis of inadequate security, 17 arose 
because of unfavourable assessments by the banks of the value of the 
securities being offered. These were considered insufficient to cover 
the amounts being sought. Four more refusals came about because of 
uncertainties over the legal ownership of the securities available. 


VI 


A summary of other reasons for loan refusals is given in Table 1 (cols. 8— 
12). Residual reasons for refusing loans — other than doubts over the 
nature of loan, the borrower and the security — were not very significant 
quantitatively but they nonetheless highlight important aspects of bank 
lending at the time. In a number of instances banks were unwilling to 
lend because they anticipated an inadequate return on the transaction. In 
general banks did not price according to risk though we have discovered 
some evidence of higher rates being charged as penalties for subsequent 
problems on the account. In 26 cases (col. 8) turnover on the account, on 
which commission was charged, was considered too low to justify the 
amount of loan sought. In these cases, refusal might not have been solely 
a matter of the banks' remuneration but also one of prudence, in that 
turnover on the clients' accounts would provide a good indication of the 
size of credit that could be utilised in normal business. More generally, 
our examination of the records shows that in quite a number of cases 
industrial clients disputed the rate of interest to be charged and this 
sometimes led to re-negotiation. However, in only seven instances (col. 9) 
did refusals arise from ultimate failure to agree terms. 
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The remaining reasons for refusal all arose out of central management 
decisions about various aspects of the banks’ overall positions. In 19 cases 
(col. 10) loans were refused not because of particular circumstances about 
the loans or borrowers but because the bank took a generally adverse 
view of the prospects for the sector in which the clients were operating. 
A good illustration was the Midland Bank’s growing anxiety about rapid 
expansion in cotton spinning in the years immediately before the First 
World War. Eight loans, ranging from £5,000 to £21,000, were denied to 
different cotton companies by this bank during 1910—14, with the archives 
recording the bank's desire not '... to increase its commitments in cotton 
spinning’, and, in 1911, the decision to ‘declin[e] further spinning business 
at present'. Cycles, motor vehicles, coal and brewing were other sectors 
cited by a variety of banks as undesirable on particular occasions, and 
refusals followed. 

Although the number of instances is small, the ten refusals (col. 11) 
arising out of the banks' unwillingness to compete openly with other 
banks again illustrate an aspect of general policy. There bas long been a 
suspicion of an unwillingness on the part of the commercial banks to 
compete vigorously on rates. This reticence had hardened into a full- 
blown price-fixing cartel by the 1920s and the instances referred to here 
provide some evidence of suppressed price competition in the pre-1914 
period. All these instances record refusals to quote a rate on a loan 
directly in competition with another bank, and one entry for the Bank of 
Liverpool (later Martins Bank) referred to the ‘etiquette’ prevailing at 
that time (1908) that banks should not quote rates against each other, 
suggesting at least an implicit agreement on price competition. 

Within the miscellany of reasons for loan refusals, it was somewhat 
surprising to find only five examples (col. 12) where decisions over the 
bank's general portfolio position precluded the granting of particular 
loans. This would suggest (although we have uncovered no direct evidence) 
that adjustment to changes in such general policy were made in ways less 
confrontational than outright refusals to lend, for instance by changing 
relative interest rates. 

Finally, important information is available on refusals to lend to new 
firms." This is given in Table 5. The position of new firms raises a parti- 
cular aspect of the general debate about the support given by the banks to 
industry and the possible consequences for economic growth. In the 
twentieth century it has often been claimed that the commercial banks 
have exhibited a bias against small firms." To the extent that new, 
innovative firms can be found amongst their number, such a bias, if it 
existed, would be detrimental to innovation. 

The vast majority of new firms would have been small firms and, thus, 
their ability to raise outside financing from other than the commercial 
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banks would have been severely restricted. Compared to established, 
large firms, new firms would have been more dependent on bank loans. 
On the other hand, from the point of view of the supplier of the loan, 
it might be thought that new firms would have been at a particular 
disadvantage. As they were new, most of them would have been an 
unknown or unproved quantity to the bank manager. There would exist 
no track record of the ability of the particular owners and/or managers 
involved; nor, of course, would there be a very sound means of estimating 
the likely commercial performance of the business unless the individuals 
concerned were known to the bank in another capacity and/or had 
acquired business experience elsewhere. In such circumstances the 
banks' assessment of risk could have been based on very little hard 
information and could mean the loan was outside normal prudential 
criteria. Moreover, as has been suggested, most new firms would have 
been small and the size of individual loans would have been correspondingly 
small. Thus, for the bank, transaction costs may have been proportion- 
ately higher. In addition, as these firms were small, they could well have 
had an insufficient stock of assets with which to impress the bank. In 
contrast, wealthy, well-established industrial clients probably would have 
found their bankers more responsive to their requests. 

The relevant figures are given in Table 5, and it is striking that new 
firms accounted for almost a quarter of all the industrial loans refused by 
the banks in our survey. In all, 108 (23.8 per cent) out of the total sample 
of 453 cases of banks refusing to make loans to industrialists involved new 
firms. Two-thirds of these new firms were sole traders or partnerships, 
23 per cent were companies and 13 per cent of unknown status. A break- 
down of the reasons associated with refusals to lend to new firms is given 
in Table 5. Although in the case of new firms there was a large proportion 
of unspecified reasons for refusal, comparison with the distribution of 
refusals for all firms in Tables 1-3 is instructive, and this is facilitated in 
Table 5 by reproducing the relevant percentage figures from the other 
tables dealing with all refusals. In fact, close comparison shows that, with 
only one major exception, the reasons for refusing new firms a loan were 
largely the same as for all applicants. The proportion of refusals arising 
out of doubts about the security offered, or the integrity and ability of the 
client were, if anything, somewhat in favour of new firms. The only signi- 
ficant difference arose with the banks' anxieties over the inadequate 
capital base of the applicant (Table 5, col. 2). This was the reason for 
denying loans in 10.5 per cent of all refusals (old and new firms together) 
but for new firms alone an inadequate capital base accounted for three 
times as much, or 35.7 per cent of unsuccessful loan applications. 

Thus, on the performance of the commercial banks with respect to new 
firms, it would seem that the application of the banks' normal criteria for 
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assessing suitability did, indeed, operate against new firms. In one sense, 
the banks were not biased against new firms in that they applied similar 
criteria to all accounts, to new and established firm, small and large. 
However, it is clear that the yardstick on adequacy of capital was a severe 
one when applied to new firms and it seems to have seriously hindered 
their chances of raising bank loans. 


Vil 


The English commercial banks approved a very high proportion of 
requests for loans from industrial customers. As we have shown, there 
were extremely few absolute refusals to lend to industrialists. This evidence 
is consistent with not only the professed views of contemporary bankers 
that no reasonable request would be denied, but also with the common- 
sense assertion that loans to industry offered profitable employment for 
bank resources. However, even this judgement needs to be tempered 
by the important findings about new firms. New firms constituted a 
disproportionately large percentage of those industrialists that were 
refused bank loans and, to the extent that such firms can be seen as 
representing the seed corn of British industrial development, the commer- 
cial banks’ lending practice was detrimental to this. Many of the new firms 
seeking a loan failed to meet the banks’ normal vetting criteria. In con- 
trast, it was extremely rare for established clients’ requests to stray beyond 
these limits. It is, thus, these criteria — the well-established and well- 
understood parameters which all banks were operating and to which 
clients were complying — that most clearly highlight the role of the 
commercial banks in the provision of industrial finance. The results on 
refusals confirm that, in general terms, the English commercial banks 
were specialist lending institutions in the period, applying conservative 
prudential criteria and revealing a strong preference for a narrowly 
focused type of business. In contrast to some continental banks they did 
not provide industrial clients with a broad range of financial services. 
They were not ‘universal banks’ providing loans for both short-term 
finance and long-term funding. In the context of industrial finance, 
English banks essentially confined their activities to the formal provision 
of short-term loans. 


NOTES 


Tho results reported in this article are part of a larger project fmanced by the Economic and 
Social Research Council, ref. R000232220: ‘Commercial Banks and Industrial Finance in 
England and Wales, 1850-1914’. We should like to thank two anonymous referees for 
helpful comments. 
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The Technological Strategy of a Leading Iron 
and Steel Firm, Bolckow Vaughan & Co. Ltd: 
Late Victorian Industrialists Did Fail 


ETSUO ABE 
Meiji University 


Many scholars have discussed the problem of British economic decline in 
the late nineteenth century, focusing on the responsibility of late Victorian 
and Edwardian entrepreneurs. The debate still resonates. In their surveys 
of the British economy as a whole, McCloskey and Crafts are repre- 
sentative contributors. But the debate has been extended to specific 
sectors as well as the economy as a whole, and the cotton and iron and 
steel industries in particular have become well-known battle-grounds. In 
a recent article,’ Tolliday is critical of almost all preceding views, including 
those of Burn, McCloskey and Elbaum.’ Burn represents ‘the entre- 
preneurial failure hypothesis’; McCloskey ‘the productivity hypothesis’, 
namely a ‘no entrepreneurial failure hypothesis’; and Elbaum ‘the insti- 
tutional constraints hypothesis’. Tolliday concludes that British steel- 
makers did not fail to take advantage of major opportunities in the 1890s 
and 1900s and that the decline of the British iron and steel industry was 
caused by material and market constraints. Under these, ‘the proposed 
routes [to better performance] ... were either not open, or else opened 
only late and briefly, and British entrepreneurs made impressive use of 
at least one of these windows of opportunity'.* This article is critical of 
Tolliday’s view, and looks at a significant example which suggests there 
was considerable scope for better industrial entrepreneurship. It will also 
draw conclusions from a review of former hypotheses. 


II 


Burn's judgement that British steelmasters failed to integrate firms, 
enlarge plant size, and develop the basic steelmaking process predomi- 
nated until the 1960s. He was challenged in 1966, when Temin countered 
that the decline in the British steel industry was unavoidable, the slow 
growth of the domestic market making the replacement of the capital 
stock uneconomic.‘ Temin argued that the slow growth of home demand 
circumscribed investment decisions, and that lower productivity was 
an eventual consequence of an ageing capital stock. Access to foreign 
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markets, meanwhile, was hindered by tariff barriers in the United States 
and Germany. Temin, a forerunner of the quantitative school, offered 
calculations to support his view. Even if British steelmasters had acted 
competitively at home and in neutral markets, aggregate British output 
would have increased by just 2.4 million tons between 1890 and 1913, 
raising the average annual growth rate of output from 3.4 to 4.6 per cent. 

McCloskey’s research, like that of Temin, stands in opposition to 
that of Burn. Indeed, he was even more positive about Britain’s much- 
criticised entrepreneurs. He agreed that relative decline was due to the 
small domestic market. British steelmakers before World War I were far 
from ‘irrational’ since productivity was as high as in the United States 
and, by implication, in Germany. Denying the theory that all productivity 
change is embodied in new capital equipment, he calculated total factor 
productivity in the pig-iron industry, and estimated productivity from 
relative prices of inputs and outputs in the Bessemer steel rails sector and 
open-hearth ship-plate sector. He concluded that in the early twentieth 
century productivity in the United States and Britain was almost the 
same, and that the difference in productivity growth in both countries 
simply resulted from the high level of Britain’s achievement in the 1870s. 
He further argued that the neglect of East Midlands ores was ‘rational’ 
because any of the advantages to be won from their exploitation would 
have been lost in transport costs to Cleveland’s steel mills. In contrast, the 
basic process, particularly the basic open-hearth process, developed in 
Cleveland as soon as the necessary Talbot tilting furnaces were intro- 
duced.‘ His interpretation can be called the ‘productivity hypothesis’. As 
regards McCloskey’s methods and interpretations, doubts remain, as 
Hyde recognised when he wrote that ‘virtually all the measures he develops 
require the assumption that the industry was highly competitive’ .’ Other 
questions about McCloskey’s approach will be raised later. 

As always, the pendulum swings to and fro. McCloskey’s interpretation 
of British decline was refuted by Allen’s quantitative analysis. He found 
that the efficiency of Britain relative to the United States and Germany 
in the pig-iron sector was five per cent lower and two per cent higher 
respectively in 1909." In a similar analysis, Berck concluded that, in 1890, 
the United States was more efficient than Britain by five per cent in the 
same sector.’ Allen calculated total factor productivity in the iron and 
steel.industry as a whole, and concluded that the United States and 
Germany were 15 per cent more efficient than Britain on the eve of 
World War I." Consequently, he denied the productivity hypothesis, and 
explained the difference between his results and McCloskey’s as follows. 
McCloskey assumed that markup ratios were identical in three countries, 
but they were not. It is because he failed to divide his figures for relative 
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efficiency by the relative markups that McCloskey arrived at his con- 
clusions. In another article, Allen tried to reconcile Burn and McCloskey. 
He argued that entrepreneurs were ‘rational’ in the sense of maximising 
short-run profits as the productivity hypothesis contends, but in the long 
run ‘the speed with which capital is reallocated to eliminate rents’ — in 
other words, the speed of adjusting to the new situation — was crucial. 
Therefore, any verification of the productivity hypothesis is ‘irrelevant to 
exploring the speed of adjustment of an industry’,"' or to judging whether 
or not British steelmasters were rational in the long run. His viewpoint 
seems attractive, but his method and the results of his calculations depend 
on several doubtful assumptions.” 

Allen’s analysis has been criticised by Elbaum and Wengenroth. 
Elbaum focused on the figures for US working hours which Allen used in 
his calculations, and pointed out that he had ‘failed to correct for hours 
worked'.? If this correction had been made, the US lead would be 
reduced from 15 per cent, and might even disappear. However, this 
criticism is perhaps not so sharp as that made by Elbaum of total factor 
productivity estimates. In essence, Elbaum believes that data on labour 
productivity is much more reliable, and that British labour productivity 
was undoubtedly substantially less than that of the United States. From 
a different angle, Wengenroth has also criticised Allen's method by 
pointing out his failure to distinguish between various qualities of steel 
and steelmaking processes. According to Wengenroth, Allen started 
from false assumptions, and necessarily came to an irrelevant conclusion." 
As with Elbaum, this kind of criticism leads to a rejection of the total 
factor productivity method itself and does not appear fatal to Allen's 
conclusion. 

Together with Lazonick, aside from methodological and factual dissent, 
Elbaum has proposed a new interpretation of Britain's relative decline. 
Elbaum argued that the root cause of decline was not entrepreneurial 
failure but institutional rigidities and constraints. The authors assert 
that 'industrial relations, enterprise and market organization, education, 
finance, international trade, state-enterprise relations’ are all ‘institutional 
structures’. Since entrepreneurs were limited by ‘institutional legacy 
associated with atomistic, nineteenth-century economic organization’, 
they were ‘impeded from adopting ... modern technological and organi- 
zational innovations’. British steelmasters suffered from ‘cultural con- 
servatism’ which led to: 


Short-term horizons, individual behaviour, neglect of managerial 
and technical education, unfamiliarity with new organizational and 
production methods; a bifurcation between banks and industry; and 
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a preference of families with established business fortunes for an 
aristocratic style of life. 


The difficulty with the entrepreneurial hypothesis is that ‘it explains too 
much and too little’.* In this respect at least the institutional constraints 
hypothesis is similar. For Elbaum, Burn and Martin Wiener, a recent 
influential proponent for the cultural interpretation of British economic 
decline,” offer support for the same hypothesis. The weakest point of 
Elbaum’s explanation is that he fails to distinguish between manageable 
and unmanageable circumstances. Market (industry) organisation is 
almost unmanageable for firms and their managers, but internal organi- 
sation is largely manageable. Education as an external institution is 
unmanageable, but an in-house training system is manageable. As D.C. 
Coleman aptly wrote: ‘In short, it was not the businessmen who were at 
fault but the system’." In my view, the institutional constraints hypothesis’ 
rejection of the entrepreneurial hypothesis is wide of the mark. 

Finally, Tolliday’s article has to be examined. Tolliday adroitly sur- 
veyed the past literature, and concluded that before World War I any 
productivity superiority achieved by the United States was small. Like 
Wengenroth, he criticised McCloskey and Allen because they compared 
the price and factor inputs of different kinds of products and started from 
incorrect assumptions. As stated above, he judged, unlike Burn, that 
British steelmasters behaved rationally under the given conditions, 
denying the institutional rigidities that Elbaum urged. He contended that 
the roots of post-World War II decline cannot be located before World 
War I, nor even in the inter-war period." Nonetheless, his work contains 
some technical misunderstanding and he seems to have overestimated 
material and market constraints; or, to put it another way, to have under- 
estimated the entrepreneurial possibilities for overcoming the difficulties 
which existed. My assessment of such potentialities is based upon the in- 
depth study of one leading iron and steel firm. 


m 


While Allen, Elbaum, and Tolliday have all analysed the iron and steel 
industry at the aggregate level, my analysis is based mainly on company 
information. It is a micro-economic analysis. Adopting a similar approach, 
Boyce recently wrote an article on the Cargo Fleet Iron Company which 
stressed the importance of organisation to strategy and corporate perform- 
ance.” This article, however, is concerned with technological strategy, a 
factor absolutely crucial to the survival and development of iron and steel 
firms. Technological strategy is concerned with the selection of core 
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processes which critically affect the fate of firms in the long run. By 
and large, other business activities such as marketing, integration, and 
organisation will follow from this strategy. Technological change in the 
iron and steel industry, notably in the steel sector, was rapid in the late 
Victorian period following the invention of the basic process. There have 
been three important stages of innovation in the recent history of the 
steel industry. The first was the invention of converters and open-hearth 
furnaces in the 1860s; the second was the precipitous change wrought by 
the basic process in both converters and open-hearth funaces in the 1880s 
and 1890s. The final stage was the development of L.D. converters in the 
1950s. In the 1880s and 1890s, it was vital for steelmaking firms to adopt 
the basic process, and British steel firms specifically required the basic 
open-hearth process. The timing and nature of technological change was 
critical to the survival and development of firms. 

We will look at the iron and steel firm of Bolckow Vaughan & Co. Ltd 
for the following reasons. In the first place, until the First World War, 
Bolckow Vaughan was the largest pig-iron producer in Britain. As Table 1 
shows, its output far exceeded that of other firms in the country. 
Secondly, it was probably the only company in Britain which used all four 
steelmaking processes available at the turn of the century: the acid 
converter (Bessemer process), the basic converter (Thomas process), the 
acid open-hearth furnace (Siemens-Martin process), and the basic open- 
hearth furnace. In the inter-war period, the basic open-hearth process 
became dominant in all the main steelmaking countries. Since Bolckow 
Vaughan adopted all four methods, it provides a suitable case study with 
which to judge the success or failure of the timing and nature of such 
adoption decisions. Lastly, the firm wassituated in Cleveland, the largest 
centre of iron and steelmaking in Britain. As Allen noted: 'Since Cleveland 
ironstone was cheaper than both the Swedish-minette mixtures common 
in Westphalia and the Spanish ore burdens in Britain, the reluctance 
of the British steel industry [to use the ironstone for steelmaking] is 
puzzling’.” In contrast, McCloskey maintained that the basic process 
developed in that area. Although it is true, as Boyce has pointed out, that 
McCloskey and Allen have emphasised the importance of cheap and 
abundant Cleveland ore too much,? Cleveland was nonetheless one of 
the most important steelmaking areas in Britain. Bolckow Vaughan was a 
long-established and influential company, which owned the richest iron 
ore reserves in Cleveland. The key question is whether Bolckow Vaughan 
effectively used its resources, and whether, as Allen argues, capital and 
technology were competitively adjusted to achieve long term equilibrium. 
In other words, was its technological strategy ‘rational’, and did the firm 
have sufficient knowledge and expertise to carry out its strategy? 


TABLE 1 
ESTIMATED PIG IRON OUTPUT OF THE TEN LARGEST CO} 


(000 tons) 
1869 1885 1896 
William Baird 310 Bolckow Vaughan 460 Boickow Vaughan 640 . Bolckow" 
Bolckow Vaughan 180 Barrow Hematite 240 Bell Brothers 350 William B 
Barrow Hematite 180 Bell Brothers 230 . Barrow Hematite 300 Guest Kex 
Merry & Cunningham 140 Dowlais 160 William Baird 280 . Bell Broth 
South Bank 140 Eglinton 150 Dowlais 250 Cammell ] 
Ebbw Vale 140 Samuelson 150 Millom Askam 230 Consett 
Bell Brothers 130 Consett 140 Charles Cammell 220 Walker M 
Rosedale 130 Wigan 140 Consett 220 Samuelsor 
Wigan 110 Ebbw Vale 130 Samuelson 190 Ebbw Vai 
Dowlais 110 Cargo Fleet 130  ClayLane 160  Linthorpe 


Note: The estimated output has been obtained by multiplying the number of blast furnaces in blast 
furnace in the county where each company is situated. 


Sources: 1869: Report of the Commissioners Appointed to Inquire into the Several Matters relating to 
Appendix to the Report of Committee E; 1885, 1896: Mineral Statistics of the United Kingdo» 
1905—6, 1913-14, Statistics of the Blast Furnaces; B.R. Mitchell & P. Deane, Abstrect of Br 
pp.1312. 
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IV 


Bolckow Vaughan was established by two partners, Henry Bolckow and 
John Vaughan, in 1839. Bolckow was born in Germany. He later came to 
Britain and prospered as a merchant. Vaughan was an engineer who 
worked for a long time for the renowned Dowlais Iron Company in South 
Wales. This partnership was a combination of capital and technology: 
Bolckow offered capital and Vaughan provided technical expertise. The 
firm began manufacturing wrought iron in Middlesbrough in 1841. It only 
made wrought iron until 1846 when blast furnaces were built at Witton 
Park in Durham and the firm became an integrated producer.” 

In 1850, the discovery and exploitation of the Eston Ironstone by 
Vaughan created a new epoch in the history of the company. After 
that, Bolckow Vaughan erected a large number of blast furnaces in the 
Middlesbrough district in quick succession, making itself the largest pig 
iron producer in Britain, and probably in the world. At the same time, it 
became one of the largest wrought iron makers, using its abundant and 
cheap supplies of pig iron. Most of the wrought iron was manufactured 
into rails, although sheets and plates were also made.” The product policy 
of Bolckow Vaughan was heavily dependent on rails and, as we shall see, 
this was later closely connected with the adoption of a steelmaking process 
which disadvantaged the firm. 

The first ‘revolution’ in the use of bulk steel, brought about by the 
invention of the Bessemer process in 1856, occurred in the rail sector of 
the steel industry during the 1870s, when the change-over from iron rails 
to steel rails took place. Since the main product of Bolckow Vaughan was 
wrought iron rails, this technological change had a great effect on its 
major market. The firm swiftly responded to the shift from iron to steel 
rails by installing Bessemer converters. This decision and the adoption of 
other steelmaking processes by Bolckow Vaughan considerably influenced 
the fate of the company. 

The commercial utilisation of the Bessemer process was first achieved 
at the Dowlais Ironworks and Ebbw Vale Ironworks in South Wales 
in the mid-1860s. Cleveland was a newly industrialised area, and, the 
development of the iron industry being rather slow, the introduction of 
the new method for making steel lagged behind the more innovative 
of ironworks of South Wales. But, among the Cleveland ironworks, 
Bolckow Vaughan led the way. The firm bought the Gorton Steelworks 
near Manchester and began the production of Bessemer rails on an 
experimental basis in 1870.* The next step was the construction of a brand 
new steel plant near Middlesbrough in 1875 which produced steel rails on 
a larger scale. The annual reports of the company explained the reasoning 
behind the shift from iron to steel rail production: 
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To meet the demand for Bessemer rails, it is, your directors think, 
absolutely necessary to erect forthwith, Steel Works equal to a pro- 
duction of 500 tons of rails per week ... Some Railway Companies 
will not have anything but steel rails ... A very important change 
has come over the Rail Trade, a demand for steel rails.” 


Bolckow Vaughan undertook technological change in direct response to 
the growing demand for steel rails. 

In order to make the shift, the firm had to solve raw material supply 
problems. To manufacture acid steel, hematite iron ores were indispens- 
able. Bolckow Vaughan’s prosperity up to this point had been founded 
on local Cleveland ore, whose composition made it unsuitable for acid 
steel because it contained too much phosphorus. Bolckow Vaughan was 
aggressive enough to search out sources of hematite ore, and, in associa- 
tion with John Brown, the Sheffield steelmaker, set up an iron-ore mining 
subsidiary in Spain in 1872.” The firm consequently relinquished its major 
advantage in cheap local ore, but the management of Bolckow Vaughan 
correctly surmised a gloomy future for iron rails and successfully 
weathered the difficulties of transition. The general manager at the time 
was Edward Williams, who later became an independent ironmaster and 
president of the Iron and Steel institute. From whatever viewpoint, his 
and Bolckow Vaughan’s decision to employ Bessemer converters was 
impeccably correct." 

E. Windsor Richards, the general manager who succeeded the able 
Edward Williams in 1876, ardently looked for a way to use Cleveland pig 
iron to manufacture steel and thus recapture the firm’s advantage in raw 
materials. He took note of the basic process experiment made in South 
Wales by Sidney Thomas and Percy Gilchrist, and had the chance to meet 
Thomas in the Paris meeting of the Iron and Steel Institute in September 
1878. Shortly afterwards, he visited Thomas at the Blaenavon works in 
South Wales and invited him to Eston to undertake experiments in steel- 
making from non-hematite pig iron. He successfully completed his task in 
April 1879.” Immediately, the firm installed basic converters. By 1882, 
Bolckow Vaughan was producing about 100,000 tons per annum of basic 
steel in addition to an equivalent amount of acid steel. Roughly 80 to 
90 per cent of total output went into rails.” In return for supporting 
Sidney Thomas, the firm secured the right to manufacture Thomas steel 
at a low royalty and without restriction, and additionally received one- 
fifth of the royalties paid by other companies. By the 1880s, Bolckow 
Vaughan had won a very advantageous position in basic steelmaking.” 

Unfortunately for Bolckow Vaughan, British basic steel did not have 
as favourable a reputation for quality as its acid steel, and was never used 
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for shipbuilding materials, although it was acceptable for rails. The 
directors of the company optimistically reported to the annual general 
meeting of the shareholders: 'It is only a question of time when the high 
quality of steel made by this process [the Thomas process] will assert 
itself, and overcome the natural prejudices which engineers entertain for 
any new system ... the prejudices entertained by many against the basic 
steel are now fast vanishing'." Their view was somewhat optimistic. 
Unlike British basic steel, the German product was not of inferior quality, 
because it used local ores with a relatively high phosphorus content." 
Broadly speaking, nonetheless, one might say that technological choice, 
or the enterprising spirit shown by E.W. Richards, who later became 
director of the firm and president of the Iron and Steel Institute, was of a 
similar calibre to that of his predecessor Williams, although he may have 
had too high expectations for the quality of Thomas Steel (see Table 2). 


TABLE 2 
HEAD MANAGERS OF BOLCKOW VAUGHAN & CO , 1865-1913 


Name Position Period Recruitment 
Edward Williams general manager 1865—1875 Dowlais 

E. Windsor Richards general manager 1876—1888 Ebbw Valc 
Franklin Hilton works manager 1889—1891 from outside 
David Evans general works manager 1891-1904 Barrow Hematte 
Arthur W. Richards works manager 1905-1910 internal promotion 
George Ritchie works manager 1911-1913 Beardmore 


Sources. Annual Reports and Directors’ Minutes of Bolckow Vaughan & Co., various 
years 


The 'Great Depression' had a serious effect on the profitability of 
individual firms during the 1880s, and iron and steel firms were not exempt. 
Many steelmakers, especially railmakers such as Bolckow Vaughan, 
suffered from falling sales and profitability. The shift from wrought iron 
to steel rails was almost completed by 1880, and the building of new 
railway lines in Britain had slowed. Even from a long-term perspective, 
prospects in the world's railway markets were insecure. In contrast, the 
demand for ship-plates was expected to grow as the shift from iron to steel 
in shipbuilding continued to make rapid headway. Ship-plate makers 
could anticipate better returns than rail makers. Bolckow Vaughan thus 
tried to diversify into steelplate for shipbuilding, amiing to escape from its 
heavy dependence on rails. ‘In the building of ships’, its annual report of 
1884 stated, 


54 BUSINESS HISTORY 


Steel has, during the past two years, very largely taken the place of 
iron, and, looking at the position of the Eston works, in the midst of 
an extensive Shipbuilding Trade, your directors have considered it 
wise to adapt their apparatus to the production, on an extensive 
scale, of steel, for the purpose of Shipbuilding.” 


Bolckow Vaughan began to install acid open-hearth furnaces at the 
Eston works in 1886, and started to make steel plates and angles for ship- 
building. Basic converter steels were not thought to be of a sufficiently 
high quality for ship-plates. Moreover, acid open-hearth steels were 
better suited to the manufacture of ship-plates than acid converter steels. 
The timing of the introduction of open-hearth furnaces in the 1880s 
was logical and sound, and a ‘rational’ response to changes in demand. 
Nevertheless, there were some problems with the decision. Bolckow 
Vaughan lacked expertise in plate manufacture. There was a growing 
awareness of its weakness in relation to the Consett Iron Company, a firm 
which specialised very profitably in ship-plates: 


The attention of the Board was called to the results of the Consett 
Iron Company and it was determined that Mr. Richards [general 
manager] present a report at the next meeting of the Board as to the 
means Consett have of producing steel plates cheaper than this 
company can do.” 


Furthermore, although acid open-hearth furnaces were erected, they were 
not of a large enough scale to change the composition of the company’s 
products: 75 per cent of output was still rails as late as 1895.* There is one 
intriguing technical question. Bolckow Vaughan had already adopted 
the basic converter process. Why then did the firm not investigate the 
basic open-hearth process at the same time as other British and foreign 
companies were experimenting with the new method? 

When the basic process was introduced to the traditional Bessemer 
method, it was also applied to the open-hearth furnace. The use of 
dolomite for linings to cope with the high phosphorus content of pig iron 
was basically identical in both cases." In the United States, research and 
development into the basic open-hearth process proceeded during the 
late 1880s and 1890s and the output of basic open-hearth steels increased 
from about 90,000 tons in 1885 to 2,309,000 tons (or 25 per cent of total 
steel ingots) in 1900. In Germany, basic open-hearth steels amounted to 
30 per cent of the total output in 1900. As Table 3 shows, the pace of 
growth in basic open-hearth steels in Britain was relatively slow, accounting 
for only six per cent of total output by 1900. In the building of large 
furnaces, Britain similarly lagged behind the US and Germany.* Expan- 
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sion was partly stimulated by the use of the Talbot tilting process after its 
invention in the United States in 1900. 


TABLE 3 
STEEL PRODUCTION BY PROCESS, GERMANY, USA AND UK 


Converter Open-Hearth Total Output 
Aad Basic Acid Basic (000 tons) 
Germany 1880 93 2 5 733 
1890 16 67 17 2,232 
1900 4 62 2 30 6,646 
1910 1 59 1 36 13,669 
1920 0 35 1 60 9.278 
USA 1870 54 1 68 
1880 86 — 8 1,247 
1890 86 — 12 4,277 
1900 66 — 8 25 10.188 
1910 36 5 59 26,094 
1920 21 — 3 74 47,188 
UK 1871 100 — 329 
1873 87 13 573 
1880 81 19 1,295 
1890 45 11 41 3 3,579 
1900 26 10 58 6 4,901 
1910 18 10 47 25 6,374 
1920 6 4 37 51 9,067 


Source Iron and Coal Trades Review (1927), Diamond Jubilee Issue, pp 134, 207, 211, 
ibid. (1911), Part I, p 535; Journal of the Iron and Steel Institute (1912), No 1, p.32 


As stated before, there was prejudice against basic steels in Britain. 
This stemmed mainly from the evaluation of basic converter steel." The 
quality of British basic converter steel was in fact quite low. While pig iron 
with over two per cent phosphorus content was needed to make good 
basic converter steel, pig iron produced with Cleveland iron ore contained 
only 1.5 per cent phosphorus. Moreover, it contained too much silicon 
and sulphur, both harmful to the basic process." German basic converter 
steels were manufactured from pig iron with over two per cent phosphorus, 
low silicon and sulphur." As a consequence, German basic Bessemer 
steel was superior in quality. Bolckow Vaughan's basic converter steel 
was stuck with a poor reputation. As time went on, not only plates 
but also even rails made with basic steel became so unpopular among 
engineers that demand for such products shrank.* Under these conditions, 
the board of Bolckow Vaughan in 1910 decided to abandon basic con- 
verters and shift to the basic open-hearth process on an extensive scale." 
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These open-hearth furnaces commenced operating in 1913. Why did 
Bolckow Vaughan not adopt the basic open-hearth process at an earlier 
date, since it was aware of the progress of basic open-hearth steelmaking 
in the United States and Germany? If it had taken up the basic open- 
hearth process, it could have manufactured better quality rails and plates 
and virtually all kinds of steel products. Moreover, it would have had 
the advantage of using the Cleveland pig with 1.5 per cent phosphorus 
content which was not so favourable to the basic converter process. It 
would also have mitigated to some degree the problems associated with 
sulphur and silicon. In sum, the open-hearth process was far more suitable 
for the Cleveland ore than basic converters.“ 

While Bolckow Vaughan was the largest pig-iron producer in Britain, 
the firm’s steelmaking output was relatively small, and the discrepancy 
between its pig-iron and steel production increased over time, as shown in 
Table 4. For instance, Bolckow Vaughan produced 500,000 tons of pig 
iron and 200,000 tons of steel in 1881. By 1908 pig-iron output had 
expanded to 800,000 tons, but steel output remained at around 200,000 
tons. This pattern suggests that the firm was only partly integrated. In 
those years, the benefits of hot metal charging were widely known, yet 
Bolckow Vaughan failed to accrue the benefits. This mismatch between 
pig iron and steel resulted from the poor performance of the steel section, 


TABLE 4 
ANNUAL OUTPUT OF BOLCKOW VAUGHAN 
(000 tons) 
Pig Iron Steel Pig Iron per Furnace 

1846 20 — 
1856 100 — 
1865 250 — 
1879 n.a. 58 
1880 n.a. 100 
1881 500 200 21 
1885 500 200 26 
1889 513 237 32 
1894 600 200 32 
1898 640 226 35 
1903 708 217 40 
1905 707 172 37 
1908 813 212 43 
1911 752 176 47 
1913 737 221 43 


we 


Sources; Annual Reports, Mineral Statistics; Directors’ Minutes; Bolckow Vaughan & Co , 
Romance of Industry (1928), p 6, K.H.R. Edwards, Chronology of the Develop- 
ment of the Iron and Steel Industrees of Tees-side (Middlesbrough, 1955), p.54. 
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which was mainly caused by the fact that Bolckow Vaughan did not 
possess suitable steelmaking technology, namely the basic open-hearth 
process. 

Had not Bolckow Vaughan considered the possibility of basic open- 
hearth furnaces before 1910? As early as 1897, E.W. Richards, the former 
general manager, and at that time a director, returned from the United 
States and reported that Carnegie Steel was constructing huge basic 
open-hearth furnaces, commenting that ‘we have to keep our eyes on it 
carefully'.5 Carnegie's Homestead works pioneered the application of 
the basic process to the open-hearth, and regular commercial production 
began in 1888 with the manufacture of new, structural steels, rather than 
rails.“ The adoption of the Monell process and the Talbot process were 
discussed at Bolckow Vaughan board meetings in 1901 and 1902. Both 
were modifications to the basic open-hearth process. After these dis- 
cussions, the Monell process was finally agreed in 1902. By 1908, five 
open-hearth furnaces were converted from acid to basic working (see 
Table 5).” But there were problems of implementation. First, the new 
equipment was not introduced on a large enough scale. As A.W. Richards, 
the son of E.W. Richards and later the works manager, explained in a 
professional journal: 


I think we ought to mention another name to the recognised 
processes for the manufacture of Basic open hearth steel, viz., 
Monell ... I may say we tried it about a year ago [1902], and were 
able to make a very pure steel from Cleveland Iron at a considerably 
lower cost than by the ordinary Acid process, our only reason for 
discontinuing it being that our Open Hearth furnaces are only really 
an auxiliary to our Bessemer department for using our scrap, so it 
does not suit us, at present, to work the pig and ore process (my 
italics). 
Bolckow Vaughan regarded the open-hearth process as only supplement- 
ary, so did not build a large plant for making open-hearth steel, despite 
the fact that many customers wanted the better quality steel manufactured 
by open-hearth furnaces. 

Second, judging from technical literature such as Osborne’s An 
Encyclopedia of the Iron and Steel Industry” and experience at Bolckow 
Vaughan, in all probability the Monell process was technically inferior to 
the Talbot process, especially in relation to the Cleveland pig iron which 
was high in siliconz The Talbot process, which allowed slag to be removed, 
was far more suitable for the iron made from the local ore. Scrutiny of the 
board of directors’ minutes gives in-depth understanding concerning the 
introduction of the processes. 


1875 


1891 


1911 


1913 
1928 


TABLE 5 


THE DEVELOPMENT OF STEELMAKING TECHNOLOGY AT BOLC} 








Acid Converters Basic Converters Acid Ope 
Furn 
Purchase of Gorton Steelworks 
Building Cleveland Steelworks 
8tons x 4 Erecting basic converters 
15 tons x 2 
8tons x 4 
3,400 tons per week 2,000 tons per week 
Erecting acid ope: 
8tons x 4 15 tons x 6 12 tons x 2 
3,000 tons per week 3,500 tons per week 18 tons x 2 
25 tons x 3 
10~20 tons x 2 
20—30tons x 2 
50— tons x3 
Adoption of the Massenez process 
10 tons x 4 12 tons x 6 20 tons x 2 
Abandonment of the converter process 10~20 tons x 2 


Sources: 1880: R. Meade, The Coal and Iron Industries of the United Kingdom (1882), p 843. 1882: M. 
1903, 1908, 1911: Iron and Coal Trades Review, 2 Oct. 1908, Supplement to 30 Jan 1891, 
Vaughan & Co. Ltd., A Romance of Industry (1928), p.11. Other years: Annual Reports o: 
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In 1901 and 1902, the board compared the Monell process with the 
Talbot process and the ordinary acid open-hearth process. The cost 
difference between the acid open-hearth and the Monell process was 
discussed. At a board meeting on 27 February 1901, 


A long discussion took place on the question of the adoption of the 
Monell process for open hearth steel manufacture and Mr. Evans 
[general manager] was instructed before proceeding further to find 
out whether the process had been patented ... The directors were 
of opinion that in consideration of our being the pioneers of the 
process in Great Britain Messrs Carnegie might possibly agree to 
the Company working it without royalty. The matter was left in 
Mr. Evans’ hands on these lines. 


Following this, there is the description in the minutes dated 22 May that 
‘Mr. Evans promised to submit at the Board Meeting in June his proposals 
and estimates with regard to ... the costs of the Monell process in 
comparison with the ordinary Siemens acid process’.” Regrettably, the 
board minutes contain no description of the results of this comparison. 
So, we do not know what Evans proposed. However, given Richards’ 
comments and subsequent events, the Monell process must have been 
accepted. 

Finally, the Talbot process was brought before the board at its meeting 
of 19 March 1902. Arthur Keen, a director of Bolckow Vaughan and 
. chairman of the renowned iron and steel firm of Guest Keen & Co. Ltd, 


informed the board that Messrs Guest Keen & Co. had decided to 
erect a 160 ton furnace for the manufacture of steel by the Talbot 
process and had concluded arrangements with Mr. Talbot concerning 
royalty. He strongly urged the Company to do the same and stated 
that in his opinion the longer the arrangement was delayed the 
greater would be the royalty asked by Mr. Talbot. He was certain 
that an offer of 6d. [2.5p.] per ton could not now be obtained. In 
answer to a question from the chairman Mr Evans stated that, ‘in 
accordance with the instruction of the board the Monell process had 
been stopped at the steelworks’. He had been to Frodingham [the 
first steelworks in Britain where the Talbot process was put into 
practical use] and had seen a Furnace there working on the Talbot 
process. The results appeared to be satisfactory but he had no 
information as regards the cost of production. 


Supporting Keen’s opinion, the ex-general manager, E. Windsor Richards, 
recommended the Talbot process. He ‘described the Talbot process and 
characterized it as quite a new process for the manufacture of steel highly 
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suitable for our quality of iron and a very much better process than 
Monell’s’.*! On the same day a telegram was sent to Talbot in the United 
States, enquiring about his royalty charges. At a board meeting of the 
next day, it was reported that Talbot demanded one shilling (5p.) per ton. 
Arthur Keen ‘strongly urged the board to conclude an arrangement with 
Mr. Talbot’, and, as on the previous day, Richards ‘supported Mr. Keen’s 
views and thought the Talbot process would be of more use to Bolckow 
Vaughan & Co. than to any other firm in the Country'. Although other 
directors were rather negative, 'Mr. Evans recommended the trial of the 
Talbot process and the erection of one furnace if Mr. Talbot would be 
content with a royalty of 9d. [4p.] per ton'. However, Colonel Hunsiker 
of the United States Steel Corporation, aware of Talbot's offer, offered 
the following condition regarding the Monell process: he would grant a 
licence to the Company at a royalty 50 per cent less than the Talbot 
Continuous Process Co. Ltd. Talbot dropped his price to 9d. per ton, but 
Bolckow Vaughan insisted on 6d. (2.5p.). Ata board meeting on 28 May, 
Richards asked Evans to advise the board on whether a dephosphorising 
process for Siemens furnaces should be adopted. 


Evans replied to the effect that he had not sufficient knowledge of 
the costs of the several processes to definitely advise the board but 
thought that if the Company could secure a licence for one furnace 
at a royalty of 6d. per ton the Talbot process might be tried [my 
italics]. 

After that date, discussion of the Talbot process disappears from the 
directors’ minutes. But abruptly, in December 1902, the board accepted 
‘the proposal that the Company should work the Monell process'.? In the 
end, it seems that the Talbot process was not adopted because of the 
parties' failure to agree on royalties. 

The means by which the new open-hearth process was introduced 
clearly reveals the situation facing Bolckow Vaughan at that time. The 
firm had no managing directors, only ordinary directors, and therefore 
the role of a general manager was of vital importance, especially in the 
choice of technology. Unfortunately, the general manager, David Evans, 
did not have the ability to judge contrasting technologies correctly; nor 
did he obtain the relevant information before suggesting a course of 
action." Around 1900, various manufacturing methods for open-hearth 
steel were developed in addition to the Monell and Talbot processes, 
notably those of Bertrand-Thiel, Stockman, and Lencauchez. The speed 
of technological change was so rapid that managers and engineers had to 
be continuously alert, or a loss in competitive advantage would result. 
Insight into technological trends and the acquisition of expertise through 


BOLCKOW VAUGHAN 61 


learning by doing were both needed for successful decision-making. 
For a realistic calculation of comparative costs, short-term and long- 
term perspectives were needed, because costs could change substantially 
through learning by doing and the improvement of facilities. In the case of 
Bolckow Vaughan, the board not only decided to install the Monell 
process despite its being thought inferior to the Talbot process, but it 
continued too with the converter process. This poor decision-making 
marks a direct contrast with its performance in the late 1870s. Whereas 
Bolckow Vaughan then showed excellent promptness in the introduction 
of the Bessemer and Thomas processes, at the turn of the century the firm 
failed to make a sound technological choice. By the same token, A.E. 
Richards, who succeeded Evans, was a keen advocate of the Massenez 
process, a basic converter process invented in Germany. This might have 
suited companies located in Germany, where plentiful supplies of iron 
ore with high phosphorus and less silicon were available. In Cleveland, 
the decision was entirely inappropriate. Although the Massenez process 
was introduced at Bolckow Vaughan between 1905 and 1907 it was the 
result of a technological misjudgement, and it was very soon discarded.* 
After E.W. Richards had retired, managerial ability deteriorated at a 
time when Bolkow Vaughan faced difficult choices over future technology. 
In Nathan Rosenberg's words, expectations concerning the future course 
of technological change have an important influence on decisions con- 
cerning the adoption of innovations.” 

Eventually, these mistakes in the choice of technology, which brought 
about too much dependence on converter steels, caused steel output 
to stagnate. As a consequence, the production of steel was frequently 
discussed at the board from the turn of the century. In contrast, pig-iron 
production was in a better condition because the firm sold a great deal of 
foundry pig, and yet even the pig-iron sector had problems. Bolckow 
Vaughan reacted to these facts with what Duncan Burn appropriately 
called 'indecision'.* As the firm shifted towards selling more iron and less 
steel, it jeopardized its long run position as an integrated iron and steel 
maker.” 


V 


There were several causes of the ‘failure’ in technological strategy at 
Bolckow Vaughan. First, the firm became less technologically innovative 
after the introduction of the Thomas process, and, by the turn of the 
century, its level of technical knowledge and expertise was below the 
standard of many competitors. Second, although it produced a small 
amount of plates, Bolckow Vaughan relied too heavily on steel rail out- 
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put. This product policy weakened the company’s incentive to introduce 
the open-hearth process: the demand for rails was declining, while at the 
same time the market for plates, structural steel, and other products 
suited to open-hearth steels was growing. The main reason why the firm 
did not or could not launch open-hearth steels was simple: as its experience 
with ship-plates in the 1880s had shown, it did not have the necessary 
knowledge and expertise. These human and organisational deficiencies 
make sense of Bolckow Vaughan’s failures in technological strategy. 

It is also true that the firm's circumstances were rather unfavourable. 
In the 1880s and 1890s, British industry by and large had to cope with the 
falling prices characteristic of 'the Great Depression'. Bolckow Vaughan 
had difficulties securing adequate funds to invest in new technology, and 
could not enlarge its works on account of low profitability. Even though 
circumstances were severe, it would not have been impossible for Bolckow 
Vaughan to raise the £200,000 to £300,000 necessary to build a large basic 
open-hearth plant.” The failure of the firm's technological strategy was 
caused by entrepreneurial ineffectiveness born out of deficient techno- 
logical knowledge and expertise. Hence we come to the conclusion that 
the management of the company was not 'rational' in the choice of 
appropriate technology. Whether it was rational or not should be under- 
stood in the long term, not in the sense of short-term profit maximisation 
because the assessment of entrepreneurship deals with the long-term ups 
and downs of firms as Allen argued. The optimal choice from the short- 
term cost calculation neither guarantees long-term profit maximisation 
nor the survival of firms.” 

Lastly, the performance of Bolckow Vaughan should be examined in a 
wider context. As mentioned, the performance of the firm was critically 
judged by Burn, while Carr and Taplin favourably commented on it as 
‘another flourishing company'.? During the decades after the ‘Great 
Depression', the profitability of Bolckow Vaughan was relatively good, 
the firm's annual profit ratio (profits divided by gross capital) being an 
average of 6.5 per cent between 1897 and 1913, compared with 4.7 per 
cent between 1873 and 1896." However, high profitability does not 
always mean entrepreneurial success because it could depend on fortuitous 
market conditions. In the case of Bolckow Vaughan, despite its inept 
technological strategy, growing demand concealed the weakness of the 
company. Although Allen emphasised the ineffectiveness of Cleveland 
ironmasters and supported Burn's case for better entrepreneurial activity 
on the part of British steelmasters, he classified Bolckow Vaughan in the 
good entrepreneurship category, if not among the best.* This was because 
Allen analysed the firm only in relation to the pig-iron sector. The 
Dorman Long Group and Cargo Fleet/South Durham Group are regarded 
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as the most innovative firms in Cleveland, but Bolckow Vaughan did 
try to modernise its blast furnaces between 190] and 1905, adopting 
American methods associated with ‘hard driving',* very large furnace 
size and several other devices. While ambitious modernisation plans 
aiming to increase the annual output of iron per furnace from 40,000 tons 
to 120,000 tons matched the best in the world, it was to be completely 
frustrated" (see Table 4). The firm was far from successful even in the pig 
iron sector during the 1890s and 1900s. But this finding does not refute 
Allen’s main conclusion that Cleveland ironmasters as a whole were 
irrational in the long run, but rather supports it.” 

So far, stress has been placed on the importance of decisions on basic 
open-hearth furnace technology. McCloskey has argued that the time lag 
in the introduction of the basic open-hearth process between Britain and 
the United States was only ten years: 


The period of irrational neglect of basic steel, which, even setting 
aside the evidence that the basic process was unprofitable in Britain 
before the coming of the Talbot furnace, was at the most the ten 
years or so in the 1890’s when America shifted to basic steel while 
Britain did not, is a brief episode on which to base an unfavourable 
assessment of British entrepreneurial performance from 1870 to 
1913.* 
Ten years' lag might be short from the long-distance perspective of the 
historian. From the viewpoint of management, a ten-year lag is not short. 
A lag of ten years in technological strategy and capital expenditure may 
result in the downfall of firms. In fact, Bolckow Vaughan was 20 years 
behind pioneering American firms, and ten years behind the most advanced 
British firms such as Dorman Long, as will be shown later. 

McCloskey's main points are that until 1900 ‘productivity’ in open- 
hearth ship-plates grew and that in the 1900s the position of the UK and 
the US was almost the same. There are some doubts about this inter- 
pretation. Although he identified changes in the 'price of pig iron divided 
by price of ship plates’ with ‘productivity’, the growth in ‘productivity’ 
which he calls ‘the Marginal Product of Pig Iron in the Making of Open 
Hearth Ship Plates only partly reflects the growth of productivity. 
Rather, the change in the relative price between pig iron and steel seems 
to be caused by the entry of new firms into the open-hearth sector which 
increased the number of producers from about 40 in 1880 to 93 in 1903 and 
to 101 in 1911.“ As a result of these new entries, the price of steel dropped 
drastically relative to the price of pig iron, so that the ratio between pig 
iron and steel went up. Therefore, his interpretation is irrelevant to 
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assessing productivity growth. It is equally irrelevant in relation to 
entrepreneurial performance. 

Tolliday’s conclusion regarding the role of entrepreneurs and institu- 
tions in British economic decline stands in direct opposition to the one 
given here. He underlined material and market constraints and denied 
the existence of institutional rigidities before World War I and during the 
inter-war period.® It is necessary to examine a number of points made by 
him. In the first place, he argued that the basic open-hearth process could 
not profitably be used in Cleveland for technical reasons. Tolliday 
contends that Cleveland ores were unsuited to the basic open-hearth 
process, just as they were unsuited to the basic converter process: 


The open-hearth furnace ... requires low phosphorus. Even using 
high proportions of scrap in the steelmaking furnace, the maximum 
permissible phosphorus level of the iron charged is 0.5%. But the 
Cleveland ores were awkwardly intermediate at 1.5% and ... also 
had a troubling silicon content.” 


However, this explanation is misleading. It is true that a low phosphorus 
content aids the basic open-hearth process, as well as the acid process, 
and is contrary to the basic Bessemer process (see Table 6). But the 
contention that 0.5 per cent is the maximum limit for basic open-hearth 
steelmaking is groundless. For instance, one textbook on metallurgy 
accords that ‘reasonably typical pig irons’ for basic open-hearth contain 
1.0—1.5 per cent phosphorus.” Whereas this description is concerned with 
the British situation, lower phosphorus pig iron was used in the United 
States and Germany. To use pig iron with higher phosphorus inevitably 
increased the cost of steelmaking,” but it is technically possible to use 
such pig iron and, as a matter or fact, British steelmasters did so. In other 
words, Bolckow Vaughan could have made basic pig for open-hearth 
furnaces from Cleveland ores. 

Moreover, the use of Cleveland ores could have been enhanced 
through the increased use of scrap, which can reduce the overall level of 
phosphorus. As Tolliday mentions, scrap usually contains less than 0.08 
per cent phosphorus.” Why then did Bolckow Vaughan not use scrap to a 
larger extent? Little is known about the market for scrap. But, strangely, 
in Britain the ratio of scrap use was as low as 15~30 per cent of total metal 
charges before World War I. On the other hand, the ratio was as high as 
70—80 per cent in Germany," partly because Germany had abundant steel 
scrap from Thomas converters. Usually, converters can use only five to 
ten per cent scrap." In the rolling process, 20—25 per cent of metal charges 
become steel scrap, which can be recycled for steelmaking.* Conse- 
quently, when large amounts of converter steels are produced, open- 


TABLE 6 
STEEL- AND IRON-MAKING PROCESSES 








Name of Processes Characteristics 
acid process acid converter Phosphorus of pig iron must be less than 0.05% . Surted to low quality steel. 
High silicon (more than 296) and low sulphur (less than 0.0496) are preferable. 
acid open-hearth Same as above concerning phosphorus and sulphur. Susted to high quality steel. 
Silicon is removable. 
basic process basic converter High phosphorus (1.8—2.596) is necessary. Low silicon (less than 1%) preferable. 
Low sulphur (less than 0.1%) preferable. Suited to mild steel products such as pipes. 
basic open-hearth Low phosphorus (less than 1.596) preferable. Suited to almost all kinds of products. 
Low silicon (less than 196) and low sulphur (less than 0.0696) preferable. 
Monell process Basic open-hearth; pig and ore process. Usable for either fixed or tilting process. 
Talbot process Basic open-hearth; pig and ore process; tilting. 


The acid process needs tighter material control than the basic process. 

The open-hearth process can more easily control the quality of steel than the converter process 

The niting process has some advantage in desiliconising, but the steelmaking yield ratio rs relatively low and the cost of building plants is high 
The fixed process has some advantage in the steelmaking yield ratio and cost of erecting furnaces 


Iron-making processes 
The Saniter and Coiclough processes can reduce sulphur of pig tron in blast furnaces, the former using fluorspar, the latter soda ash 





Notes. All percentages are applied to pig iron, not to ore 
Sources: J.A. Allen, Studies in Innovation in the Steel and Chemucal Industries (Manchester, 1967), p.97, G.R Bashforth, The Manufacture of 
Iron and Steel (London, 1951), Vol.2, p.350; interviews with metallurgists. 
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hearth furnaces are helpful for utilising scrap. In 1913, Germany produced 
ten million tons of Thomas steel and seven million tons of basic open- 
hearth steel. In Britain, there was no such abundant source of scrap. As 
a result, the relative price of scrap to pig iron might have been higher 
than in Germany,” and Britain’s use of scrap may have been very low. 
Another explanation is that acid open-hearth steel was dominant in Britain 
(about two-thirds of open-hearth steel). The acid process demands low 
levels of phosphorus, less than 0.05 per cent. Though acid steel scrap 
presented no problem, basic steel scrap was a potential source of diffi- 
culties for the acid process, since it may contain a 0.08 per cent phosphorus 
content. While acid open-hearth furnaces had relative disadvantages in 
the use of scrap, basic open-hearths did not.” If basic open-hearth furnaces 
had been more fully exploited, more scrap could have been used in 
Britain. This point is illustrated by later developments: in the 1930s, when 
basic open-hearth steel amounted to some 70 per cent of total steel ingots, 
the scrap ratio went up to 50 per cent. Bad technological choice may have 
limited the use of scrap, and restricted the opportunities available in 
phosphoric ores.” Further careful examination of these issues is needed 
before any firm conclusions are reached. 

There was another means of overcoming the disadvantages inherent in 
Cleveland ores. It was possible to import ores from foreign countries, 
notably Spain and Sweden. Spain was the largest exporter of ores to 
Britain, which mainly imported hematite ores for acid steelmaking. 
Sweden exported hematite ores which were used to dilute phosphorus 
contents in the basic open-hearth process, but the amount, 11.5 per cent 
of total ore imports into Britain in 1913,” was far less than Spanish 
imports, 63.3 per cent in the same year. This was partly because the price 
of Swedish ores was slightly higher than those of Spain. But Sweden 
produced not only hematite but also ores with a wide range of phosphorus 
contents. Germany imported mainly ores high in phosphorus for use in 
the Thomas process. According to Tolliday, the importation of ores into 
Britain pushed up costs, and the mixing of local with foreign ores was so 
unprofitable that imports could not lift the materials constraints which, he 
argues, so hindered British producers. His explanation is not persuasive, 
if the British neglect of Swedish ores is investigated: ‘Part of the 
explanation for subsequent British neglect of Swedish ores is probably to 
be found in the timing of shifts in relative costs. In the early 1890s, 
Swedish ore was still more expensive than imported Spanish hematite ... 
though it compared well with minette ores used in the Ruhr'." In this 
explanation he has not distinguished between Swedish hematite and 
Swedish high phosphorus ores. The price of the former was, broadly 
speaking, double that of the latter." British steelmasters had three 
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choices in the type of Swedish ores to import. The first option was to 
import phosphorus-free ores which could be used to dilute the high 
phosphorus contents of local ores. In his article, Boyce provided evidence 
of the additional costs.” Calculating from his data on Cargo Fleet, the cost 
of manufacturing one ton of basic pig in open-hearth furnaces was 
increased by less than one shilling (5p.) out of total cost of 35 shillings 
(£1.75p.). Other evidence shows that the use of imported ores increased 
production costs by one to two shillings (5S—10p.) per ton." Was this 
increase so big that it was incapable of being matched by cost-reducing 
devices? Secondly, Tolliday simply negated the possibility of phosphoric 
ores being imported from Sweden, although this practice was common to 
German firms, which were undisputed leaders in basic Bessemer tech- 
niques.” But Bolckow Vaughan had been a pioneer of this very process, 
and it continued to cope with the low phosphorus content of local ores. 
Like German steelmasters, should not Bolckow Vaughan have imported 
high phosphoric ores for the Thomas process? If it had done so, scrap 
from Thomas steels could have been used in the basic open-hearth 
process to reduce phosphorus contents in addition to good quality 
Thomas steel. This system would have been as rational and as profitable 
for Bolckow Vaughan as it was for the Germans. In the light of this, it is 
difficult to understand why Britain imported phosphoric-free ores almost 
exclusively, instead of high phosphoric ores. Germany never had excep- 
tionally favourable material conditions.” To be sure, she benefited from 
minette ores with a high phosphorus content, but they had to be mixed 
with Swedish phosphoric ores on a large scale. It is intriguing to know that 
Swedish phosphoric ores were cheaper than minette ores. If the import of 
Swedish phosphoric ores was not profitable, Britain should have had 
substantive cost advantage in local ores. As Middlesbrough had good 
seaports, it was very conveniently placed to import foreign ores. 
Thirdly, there was the possibility of importing ores with moderate 
phosphorus for use in the basic open-hearth process. Following Flinn’s 
article, Tolliday contends that the Swedish practice in the mixing of ores 
caused particular difficulties. The ore fields ‘contained significant deposits 
of both highly phosphoric and nonphosphoric ores’. The exporters under 
British management carelessly mixed the two kinds of ores without 
grading them and, as a consequence, the ore was ‘too high in phosphorus 
for acid steel and too low in phosphorus for basic’. But, if it had been used 
for the basic open-hearth process, it would probably have been acceptable. 
Tolliday denied the possibilty of British firms using Swedish ores for the 
basic open-hearth process due to their high phosphorus content, but 
Swedish ore fields contained ores with moderate phosphorus of 0.05 to 
1.5 per cent.” So, British steelmasters could have imported ores for the 
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basic open-hearth process. Flinn criticised the lack of entrepreneurship in 
Sweden, noting the failure of British firms to obtain an appropriate ore 
supply, a situation he contrasted with German activity." It is certain that 
British steelmasters made errors of judgement over Swedish ores. 

Another technical problem discussed by Tolliday was the sulphur and 
the silicon to be found in local ores, especially those of Cleveland and the 
East Midlands. Not only phosphorus but also silicon and sulphur were 
hindrances to the economical production of good basic pig (see Table 6). 
For the basic process, the lowest level of sulphur and silicon is preferred. 
Generally, pig iron with less than 0.1 per cent sulphur and less than one 
per cent silicon is needed." In the Thomas process, the elimination of 
both was impossible, and, even in basic open-hearth furnaces, their 
economic removal was difficult. So, both must be eliminated in the blast 
furnaces and other plant. But, awkwardly, operation at high temperatures 
in the tuyere zone of the blast furnace produces high-silicon and low- 
sulphur pig; conversely, if the temperature is lowered, low-silicon and 
high-sulphur pig will be produced." For the acid converter, high-silicon 
and low-sulphur pig is suitable, whereas, as we have seen, both must be 
low for the basic process. Relatively low-temperature operation will 
cause scaffolds, a really annoying problem for engineers." Mixers invented 
in the United States in 1889 were useful for desiliconising. The Talbot 
furnace, which Carr and Taplin, and McCloskey, thought was the key 
reason for the development of basic open-hearth steels in Cleveland after 
1900 was also instrumental in desiliconising." This solved the problem of 
silicon to some degree, but that of sulphur still remained. In the 1930s, 
T.P. Colclough found an answer in the addition of soda ash to pig iron 
when contained in the ladle.? This experiment in the making of Thomas 
steel at Corby impressed Burn, making him think that British steelmasters 
should have adopted the Thomas process much earlier. Although Burn 
thought that the 'elimination of sulphur could have been effected, within 
the limits of pre-war metallurgical science, between the smelting and 
converter process’, Tolliday perceived Burn's view as an ‘unduly optimistic 
assessment of the prospect of earlier innovation’. Because of his exag- 
gerated faith in the early possibilities of the Thomas process, Burn was 
undoubtedly too optimistic. Moreover, the invention was of limited 
significance: the Thomas process was only suited to the type of steels used 
in pipes and manufactured at Stewarts & Lloyds' Corby works. For other 
products Thomas steel was unfitted. But, as well as the Thomas process, 
the Corby experiment certainly was beneficial to the basic open-hearth 
process. 

Tolliday overlooks a point made by Bainbridge in his discussion of 
Colclough's article. When Colclough explained the use of soda ash to 
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reduce sulphur, Bainbridge pointed out that Colclough was offering a 
scientific explanation of a process used by the Cleveland ironmasters 
since 1899." The method, called the Saniter process, used fluorspar 
instead of soda ash to achieve desulphurising. As J.E. Stead, chemist and 
president of the Iron and Steel Institute in 1920, wrote, this discovery 
made the use of added manganese unnecessary, and the normal low- 
silicon forge irons could be used. The use of fluorspar in the manufacture 
of basic open-hearth steel began at Dorman Long's Clarence works in 
1899.* As a consequence, Dorman Long succeeded in making basic steels 
for structural purposes and as a result developed into a large concern. 
This fact suggests three things. First, it was possible to make basic steel, 
at least basic open-hearth steel from local ores without Colclough's 
device. Second, and in contrast to McCloskey's opinion, the Talbot 
process was not indispensable for the development of basic open-hearth 
steelmaking in Cleveland, if mixers were utilised for desiliconising. 
Dorman Long did not use the Talbot process before World War I." Third, 
why did this knowledge not become widespread among other companies, 
including Bolckow Vaughan? Why did the firm not take up the Saniter 
process for the removal of sulphur? The process would have greatly 
assisted basic steelmaking at Bolckow Vaughan. Did 'collective invention', 
which Robert Allen underlined as a characteristic of mid-nineteenth 
century Cleveland ironmasters, die out? Allen argued that this process of 
collective invention was instrumental in bringing about innovation in 
blast furnaces ‘during the 1850s and 1860s, but that, after 1900, it was 
probably less important, compared to research and development within 
firms." If so, firms without sufficient R & D capability would decline. In 
any case, Dorman Long and Bolckow Vaughan — one a newcomer, the 
other an old-established company — were rivals. So, information on the 
desulphurising process might not have been conveyed to Bolckow 
Vaughan. It could have overcome some of the disadvantages of local ores 
by the use of scrap, various types of imported ores and the introduction of 
technical devices for making basic open-hearth steel. 

Next, it is necessary to examine the question whether or not market 
constraints were big enough to impede the development of basic steel. 
Although demand growth for Britain was smaller than the United States 
and Germany, an increase of 3.4 per cent per annum for iron and steel 
between 1890 and 1913 was certainly large enough to warrant new invest- 
ment and even the building of greenfield site steelworks.” Demand as a 
whole was never a paramount hindrance to company expansion. Rather, 
the problem lay in the product range. Alfred Chandler considered 
Stewarts & Lloyds to be an exceptionally successful company in relation 
to the poor performance of almost all British steel firms. But the main 
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reason, aside from generally good management, was that this firm chose 
pipes as its major product, a market that grew with the development of 
the oil industry. In other relatively successful companies such as John 
Lysaght, a subsidiary of Guest Keen & Nettlefolds, demand for the 
product similarly expanded. Lysaghts made sheet steel for the automobile 
industry. Though a less successful company, Richard Thomas benefited 
from the manufacture of sheet stee] for the food industry, which was 
steadily growing." The firm's main problem was a lack of managerial 
capabilities. Two other successful firms, South Durham and Consett, 
supplied steel plates for the shipbuilding industry, which grew until the 
First World War. Then there was the case of Dorman Long. The fact that 
its main product was structural steel for the construction of buildings and 
bridges was a factor in its favour, in addition to its technical prowess 
and good general managerial capability. In a word, product type was 
crucial. As Boyce wrote, Cargo Fleet did not prosper, even though it 
adopted the Talbot process. Boyce pinpointed a lack of organisational 
capabilities, the firm failing to establish a managerial hierarchy such as 
functional departments.” But this does not seem to account for low 
profitability. Given our knowledge of other firms, the main reason was 
Cargo Fleet's choice of rails as its main product. Bolckow Vaughan's 
main product also was rails. Bolckow Vaughan should, like Carnegie 
Steel, have diversified its products into structural steel, pipe, sheet, and 
plate. If it had done so, steel production would have increased and 
profitabilty would have improved. But diversification needed knowledge 
and expertise, and it is these managerial capabilities that seem to have 
been lacking. When Bolckow Vaughan tried to make ship-plates, its 
efforts were not successful. 

Many windows of opportunity opened to Bolckow Vaughan, and their 
opening was neither late nor brief. Market and material constraints were 
never unsurmountable. On the other hand, institutional constraints, as 
Tolliday has argued, do not seem to have been strong. 

Firms such as Dorman Long and Stewarts & Lloyds did grow, and 
Frodingham successfully employed the basic open-hearth process. But, in 
their initial stages, their scale was relatively small in comparison with 
Bolckow Vaughan, and their number was few. So, Bolckow Vaughan's 
failure or ineffectiveness was a substantive impediment to the develop- 
ment of the British steel industry. 

Everyone admits that British economic decline was unavoidable. Yet 
it is a moot issue whether or not the decline was exacerbated by virtue of 
the ineptitude of entrepreneurs or institutional rigidities. In the economy 
as a whole, not specifically in iron and steel, Peter Payne's conclusion on 
this issue was as follows: ‘Were, then, the four decades preceding the First 
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World War a critical period of entrepreneurship? The answer must be 
“no”’.™ [n contrast, Michael Dintenfass and Keith Burgess recently 
judged British entrepreneurs unfavourably."' The picture is still a 
chequered one. However, although Payne commented ‘it is difficult to 
condemn British businessmen for the way they behaved within the context 
of their individual firms'," the case examined here seems to offer an 
obvious and important example of entrepreneurial failure. 
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Iam deeply indebted to Barry Supple and Clive Trebilcock for useful advice at the Cambridge 
Modern Economic History Seminar, to Steve Broadberry and Nick Crafts at the Warwick 
Economic History Seminar, and to J.K. Almond, Kenneth Warren, Robert Fitrgerald, 
Jonathan Boswell, H.K.D.H. Bhadeshia and Naomi Lamoreaux for invaluable suggestions. 
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The Chrome Trust: The Creation of an 
International Cartel, 1908—38 
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I have ever had a leaning towards base metals in preference to 
the more precious ores. They have always interested me. I like 
tonnages'. (Edmund Davis interviewed in 1933).' 


Base mineral mining and marketing in the first half of this century were 
characterised by frequent attempts to establish national and, increasingly, 
international cartels. Arguably, this is the context in which the origins, 
development and structure of chrome mining is most usefully located. In 
tracing the history of this particular industry, this article pays close atten- 
tion to the key role played by Edmund Davis. His position in the City of 
London's mining share markets is briefly examined, and an outline of his 
global operations sketched. At the same time, it implicitly addresses the 
issue of market considerations versus technological pressures in the 
growth of extractive industries, as well as the extent to which the pattern 
of international mining finance and development was determined by the 
centre rather than the periphery. 


It 


For all that Davis' significance for mining history in general and African 
mineral development in particular has been noted by some historians, his 
importance has passed most scholars by. He remains ‘an unknown 
quantity’.’ His early career is particularly under-researched and con- 
sequently still shrouded in mystery. Davis himself always traced his 
entrepreneurial roots to the formation of the Bechuanaland Exploration 
Company in 1888, a company whose interests extended over a far wider 
area than its modest name might suggest. Closely associated with the City 
of London brokers, George Cawston and Lord Gifford, and their power- 
ful backers, Baron Rothschild and Henry Oppenheim, the Bechuanaland 
Company's mining concession in the region between the Limpopo and 
Zambezi rivers was soon afterwards amalgamated with that of Cecil 
Rhodes and his partner in Gold Fields of South Africa Ltd, Charles 
Rudd, in order to secure a Royal Charter. This is turn led to the establish- 
ment of the B[ritish] S[outh] A[frica] Company, and Davis' claim to have 
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been involved from the start has been accepted by virtually everyone 
who has written on the subject.* Yet there would seem to be no substance 
to it. As late as 1893, Rhodes, who of all people would have known 
those comprising the BSA Company’s inner circle, had never heard of 
Davis.? 

In fact, Davis' rise to fame and fortune was considerably less straight- 
forward than he later cared to remember. His circuitous route to the top 
appears to have followed two main paths. One grew out of his various 
mining and railway interests in German South-West Africa, where he 
encountered the shipping magnate, Sir Donald Currie, and where he was 
most certainly involved from an early date with George Cawston in the 
affairs of the South West Africa Company.‘ The other stemmed from his 
involvement on the margins of the Rand where he first met Percy Tarbutt, 
later one of Davis' closest business colleagues. A civil engineer and mining 
company promoter, Tarbutt had been among the first to recognise the 
deep-level possibilities of the Rand. This brought him into Consolidated 
Gold Fields of South Africa Ltd, and from there into Mashonaland and 
the rest of Rhodes' Chartered empire. It also enabled Tarbutt to persuade 
Gold Fields to invest in West Africa. In all of this Davis appears to have 
come in initially on Tarbutt's coat-tails, although he soon became a force 
in his own right. By the turn of the century Tarbutt and Davis between 
them sat on the boards of more than 60 companies.’ 

Even at this early stage of his career, however, Davis had acquired a 
certain notoriety. This had its origins in the prominent part be played in 
the gold-share booms, not so much of the 1890s but of the early 1900s. 
Having cut his teeth on the ‘Kaffir’ and ‘Westralian’ markets of Southern 
Africa and Western Australia, Davis bit off more than he could discreetly 
chew in the case of the West African ‘Jungle’.* Admittedly, his vigorous 
promotion of dubious concerns on what one scholar has termed ‘the 
shadier fringes of the Edwardian capital market’, was more ingenious 
than obviously fraudulent. Instead of ‘forming companies to acquire 
bogus native concessions, or unproved ground’, as the Economist put it, 
Davis’ schemes characteristically took ‘the less objectionable form of a 
multiplication of companies and a piling-up of capital quite out of propor- 
tions to the stage of development that had been attained’."° None the less 
it was speculation of a kind which caused him to be denounced by name in 
the City pages of the Pall Mall Gazette at the start of 1904, and, again by 
name in the normally staid editorial columns of the prestigious Mining 
Magazine nearly a decade later when activity in Nigerian tin shares had 
become noticeably ‘boisterous’, In February 1914 Davis was roundly 
criticised for ‘the preposterous number of directorships’ which he held. ‘It 
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is plain to any reasonable man', declared the Mining Magazine, 'that no 
human being can discharge such duties efficiently if he scatters his energies 
among so many enterprises’.” 

Not that Davis' energies anyway were confined to pushing the shares 
of his 17 West African companies. In the decade before the First World 
War, he and Herbert Hoover, later President of the United States of 
America, found enough time to play 'flagitious tricks' with the capital 
structure and share ownership of the Chinese Engineering & Mining 
Company in order to wrest control of the fantastically profitable Kaiping 
collieries from their Chinese owners." The ensuing controversy, including 
an English lawsuit of 1905, caused an outcry in Britain," but did not stop 
Davis from extending his Far Eastern operations to include tramway 
companies in Hong Kong and Singapore. In the same period he steadily 
expanded his Central African interests. Between 1896 and 1906 Davis 
floated 11 base mineral mining and development companies. Almost all 
of them were highly speculative. After an initial carefully orchestrated 
boom, his copper interest north of the Zambezi languished. And at first 
the profits derived from the region's only colliery were based on the 
manipulation of shares and company reconstruction rather than the 
production of coal. Most speculative of all appeared to be Davis' chrome 
propositions. The potential market for chrome ore was a complete 
unknown. At that point, 'the Edmund Davis group of companies con- 
sisted almost entirely of wind and wishful thinking’. " 

Described in 1906 as ‘the notorious Edmund Davis — a Jew who would 
cheat his blind grandmother at cards', Davis seemed to many of his 
Edwardian contemporaries to be merely the latest in a long line of 
fraudulent company promoters.“ Indeed, a faint air of sharp practice 
clung to him for the rest of his life despite his later respectability. But this 
was also the very same period in which he first displayed his unequalled 
talent for identifying gaps in the market and, once having done so, winning 
control of key base minerals. While never one to turn his back on a nice 
speculation, Davis increasingly devoted his time to constructing cartels. 
Monopoly or near-monopoly control over large sections of the base 
mineral industry was the key to much of his subsequent success. It was a 
strategy which he employed to marked effect in coal, asbestos, chrome, 
copper, tungsten and tin mining. The remaining sections of this paper 
trace Davis' attempts to secure control over the production and marketing 
of chrome initially in Southern Rhodesia and ultimately throughout the 
world. They cover a 30-year period, from 1908 when Rhodesia Chrome 
Mines Ltd was established, until the end of 1938, shortly before Davis' 
death. 
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II 


The early development of chrome deposits in Southern Rhodesia was 
undertaken by a handful of individuals and small to medium-sized com- 
panies. Prominent amongst the latter was the Bechuanaland Exploration 
Company, in which the BSA Company had been largely interested since 
the early 1890s, and on whose board Davis had sat since 1899. At first, 
no-one was very clear about the prospects of what was then regarded as a 
rare metal. As late as 1912 most chromium ore used in the United States, 
already the world's largest market, was consumed chemically in the 
manufacture of pigments and dyes rather than metallurgically." Its com- 
mercial potential in making alloys, especially for hardening steel, had 
been suspected for years, however. Writing in 1906, one of Davis' business 
associates noted that 'there appears to be some prospect that chrome can 
be utilised to toughen steel rails'. 'If so', he added, 'the value of Southern 
Rhodesia’s deposits might be very great indeed. Everything, though, is in 
an embryonic stage at present’." 

But when trial shipments of chrome to London found buyers for only 
250 tons at a profit of less than five shillings per ton sold, Davis was quick 
to appreciate that under existing circumstances it would be virtually 
impossible to break into the world market. The Bechuanaland Explora- 
tion Company was itself bluntly advised by ‘a firm who apparently control 
about two-thirds of the trade ... that for the next two or probably three 
years the Companies interested in Rhodesia will not be able to dispose of 
any large quantity of Chrome Ore owing to contracts having been made 
from New Caledonia, Turkey, and other countries for forward delivery'.? 
Realising that ‘possible ruinous competition’ had to be eliminated, Davis 
moved swiftly to win the support of Southern Rhodesia’s BSA Company 
Administration for the amalgamation of the more important local chrome 
companies. In June 1908 Rhodesia Chrome Mines Ltd was formed.” 

Its combined resources were promptly flung into battle against estab- 
lished competitors in New Caledonia, India, Russia, and the Ottoman 
Empire. Of these producers, by far the most important was ‘the French 
Company, Le Chrome’, in New Caledonia.” While Davis was able to 
snap up the Indian properties later consolidated into the Baluchistan 
Chrome Company without much difficulty,” the New Caledonian mines 
were a quite different proposition. They fought back so vigorously that 
the Mining Magazine felt compelled to warn its readers towards the end of 
1909 that ‘Rhodesian shares are not yet investments ... in that depart- 
ment the speculator can still get plenty of fun — and anxiety — for his 
money’.” ‘Prices have been so far reduced that we are left with a bare 
profit only about 2/- [£0.10] per long ton’, admitted Davis’ manager in 
Southern Rhodesia. 
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Asa matter of fact, I don’t see how we are going to make any genuine 
profit ... on the contracts we have entered into for the next three 
years. I take it our people [in London] have undertaken this big 
tonnage at practically cost price, for the purpose of compelling the 
New Caledonia Mines to come to some arrangement which will 
enable us both to make a fair profit.” 


The following year, Le Chrome decided to take the fight into Davis’ 
own backyard. By March 1910 the French had a Rhodesian representative 
in place ‘on the look out for local chrome deposits’. Worried that if ‘the 
French Company were able to secure a workable property out here, they 
would probably be able to give us a good deal of trouble’, Davis urged 
Southern Rhodesia’s BSA Company Administration to nip this threat in 
the bud by the simple expedient of increasing the size of Rhodesia Chrome 
Mines’ exclusive prospecting area. As the second-largest shareholder in 
Rhodesia Chrome Mines, the BSA Company needed little prompting, 
and the deed was quietly done.” It proved the last straw for Le Chrome, 
which soon afterwards indicated its willingness to reach a settlement. 

‘In the chrome proposition’, as Davis later remembered it, 


we fought the price steadily down from 67s.6d [£3.37] to 40s. 
[£2.00], and then, luckily, the French owners of the New Caledonian 
proposition were satisfied that we should fight them to a standstill 
and offered to sell out. We formed a Company to acquire their 
property with a capital of £190,000, and subscribed £190,000 of 
debentures to provide the cash portion of the purchase consideration 
and a small amount of working capital. Those interested in the 
Rhodesian proposition found this large sum of capital, most loyal 
assistance being given by the British South Africa Company, which 
recognised the absolute necessity of acquiring the Caledonian 
proposition to safeguard the position of the Rhodesian. 


Had it not been for this ‘foresight and strong financial support’, Davis 
pointedly concluded, ‘the transaction might possibly not have been com- 
pleted and the Rhodesian chrome venture would have been strangled in 
the early days of its existence, and all the capital embarked in the venture 
lost' .* 


IV 


From here onwards, that is just before the First World War, the fortunes 
of Davis' chrome empire soared. They did so because demand for 
hardened high-grade steel grew exponentially during the war, even as the 
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range of chrome’s industrial uses steadily widened. At the same time, the 
stranglehold which ‘Mr Davis the Chrome King’” now had on the market 
enabled his selling agents, Messrs Chalas & Sons of Paris, to treble the 
price of chrome ore in little more than two years.” During this period, 
too, Davis’ control over a commodity increasingly seen as vital to the 
Allied war effort allowed him to repair his somewhat tarnished reputa- 
tion. Strongly suspected at the start of the war of putting profit before 
patriotism, Davis was thought by the War Office to have supplied the 
Central Powers with ferro-chrome via Switzerland. He not only success- 
fully rebutted this charge,” but subsequently worked closely with the 
Admiralty and the Ministry of Munitions in securing supplies of key 
minerals. In this way, so The Times solemnly informed its readers, 
‘Germany found herself practically “frozen out” from chrome ore, as was 
indicated by the erratic firing of some German guns towards the end of 
hostilities’.” 

Davis emerged from the Great War immensely strengthened. Respected 
in Britain for his valuable war service, he presided over an international 
network of mines whose combined output accounted for roughly 90 per 
cent of world chrome production in the early 1920s.” With no end in sight 
to chrome’s commercial possibilities, world consumption rose from an 
estimated 280,000 metric tons in 1924 to about 450,000 metric tons in 
1928.” Articles in the British, German and American technical press 
regularly listed chrome’s ‘great range of extended applications’. In 1927, 
by which time chrome was already firmly established in the chemical and 
metallurgical industries, particularly chromite refractories for lining steel 
furnaces, greatest attention was given to its ‘newer uses’. ‘Of these’, 
explained the Mining Journal, 


the most interesting is for coating other metals. The coating has many 
valuable and outstanding properties, and electrolytic chromium 
plating is now on a commercial basis. It is being increasingly used 
for automobile finishing and for plating bearings. That it should 
have been adopted by the automobile industry is of distinct import- 
ance. That industry has done much to strengthen the tin market, 
every car turned out containing several pounds of tin. If, in addition, 
each car carries a pound or two of chromium, this cannot fail to 
build up the demand for this mineral.” 


*Present indications point to a further increase in consumption', 
declared the United States Department of Commerce in a report published 
in 1929. ‘The most noteworthy recent developments include the extensive 
adoption of chromium plating, especially for automobile parts ... [and] 
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the increased utilisation of rustless iron and steel and nickel-chromium 
steel". 

But the rising demand for chrome during these years was only one side 
of the story. The matter of supply was quite another tale. The rapid 
expansion of world chrome consumption encouraged other producers, 
new and old, to enter the market. In the course of the 1920s, low-grade 
mines in Cuba and Turkey made their presence felt. These developments 
did not initially cause Davis much concern. New Caledonian and Southern 
Rhodesian chromite was of extremely high quality, easily accessible and 
cheap to work, qualities which compensated for its great distance from 
world markets. More alarming, though, were attempts by independent 
producers to establish themselves inside Southern Rhodesia. The deposits 
worked by Rhodesia Chrome Mines Ltd were all in the Selukwe district, 
not far from the main Gwelo—Bulawayo railway line. By contrast, the 
other important chrome deposit was in the remote Umvukwes region. It 
was here that smallworkers scratched a living, and where Chester Beatty's 
Rhodesian Base Minerals Company began operations. Beatty, already a 
powerful figure in the world of international mining finance, and with 
whom Davis was to work and fight on the Northern Rhodesian Copper- 
belt for the next 15 years, was keen to expand his interests south of the 
Zambezi. Apart from chrome, these included an ill-starred venture in 
copper at the Alaska Mine near Sinoia. Chrome claims in much the same 
area were also pegged by the Rhodesia Chrome & Asbestos Company, 
owned by the well-known Rand and Rhodesian mining magnate, Sir Abe 
Bailey.” 

Both magnates confidently expected the Southern Rhodesian govern- 
ment to appreciate that development of the Umvukwes chrome deposits 
would be slow and unprofitable unless a branch railway line was con- 
structed, but they completely underestimated the extent to which Davis 
had the newly elected settler administration in the palm of his hand. The 
constitutional provisions of ‘responsible government’ granted to the 
colony’s white settlers in 1923 were designed in part to safeguard the 
interests of the BSA Company in which Davis loomed increasingly large. 
These interlocking interests encompassed Rhodesia Railways, as well as 
every large coal, chrome and asbestos company in the country. This tidy 
arrangement meant that the price of coal could be manipulated to affect 
the operations and profits of the mines and railways, while the level of 
railway rates were juggled in ways which further influenced the profit- 
ability of the mines themselves." It was not a combination which the 
infant government wished to take on immediately, and certainly not on 
behalf of other big capitalists. In 1924 Beatty's proposal that the Southern 
Rhodesian government should find the £165,000 required to build the 
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Umvukwes branch line was politely turned down.” Soon afterwards, the 
Rhodesian Base Metals Company withdrew from the fray, leaving Davis 
in control much as before. 


V 


Davis' position was not challenged again until near the end of the decade, 
but when a new threat did eventually materialise it was all the more 
serious for being multi-faceted. From about 1926 onwards, chrome was 
produced on a serious scale in parts of the Transvaal province of South 
Africa. Although generally of poorer quality than the Southern Rhodesian 
product, consignments of Transvaal chrome benefited from cheaper 
railage charges. The South African chrome industry's future therefore 
depended on the ability of potential users to apply the cheaper ore to their 
fabrication processes without modification of machinery or method and 
without any increase in costs. By 1928 this had been demonstrated to the 
satisfaction of German industry in particular. "Transvaal ore requires no 
appreciable alterations in method, and the overall cost of using it is less 
than the corresponding cost of supplying Rhodesian ore', reported one 
trade journal. 


Consequently German companies have entered into contracts for 
their future requirements, running into considerable tonnages. 
Those who are in intimate touch with the business venture to 
prophesy that in five years’ time exports of Transvaal] chromite will 
reach a figure of 200,000 tons and possibly top the quarter million 
mark in 1935.* 


The greater part of this output was in the hands of the Becker Trust, 
and at the start of 1929 its interests were merged with those of several 
smaller South African and Southern Rhodesian companies to form the 
Chrome Corporation (South Africa) Ltd. With a capital of £300,000, the 
new corporation was widely seen as being 'in a position to compete in the 
world's markets'. The fact that the British Swiss Corporation had 'recently 
entered into a contract with the Chrome Corporation to build works at 
Colenso for the manufacture of ferro-chrome as well as ferro-manganese 
is significant', wrote the South African Mining and Engineering Journal. 
*Mr Becker will now challenge Sir Edmund Davis' control of chrome 
production in Rhodesia'.* 

Rather as the Base Metal Company had done six years previously, the 
Chrome Corporation began buying up chrome areas in the Umvukwes 
district, itself still lacking rail communication with the rest of the country. 
Unlike its predecessor, however, the Chrome Corporation dangled the 
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prospect of a minimum annual export of 30,000 tons of chrome over the 
branch line if only the government would push Rhodesia Railways into 
constructing it. ‘If the Railways do not contemplate the building of a line’, 
Becker had earlier told the Southern Rhodesian Minister of Mines and 
Public Works, ‘we are quite prepared to consider proposals ... for its 
building on a financial guarantee from ourselves’.” And unlike the accom- 
modating attitude which it had displayed during its first few years in 
office, the settler administration was now readier to stand up to Davis and 
the BSA Company. 

From the government's perspective, the Chrome Corporation's inter- 
vention created the prospect of ending a humiliating deadlock over the 
proposed Umvukwes railway. While the settler state had earlier com- 
municated its desire to promote smallworker production by having the 
branch line built, this was not in the interests of Rhodesia Chrome Mines 
and so the railway companies had refused to co-operate. Their opposition 
made it absolutely plain ‘that where Chrome was concerned the railways 
were controlled from [Davis' office in] St Swithin's Lane'." Angry cabinet 
ministers denounced Rhodesia Railways 


for usurping a function which is not theirs .. . In effect they say ‘until 
certain deposits, the property of A and/or B, adjacent to our lines as 
8t present situate are worked out, no other chrome-owner can get 
facilities from us.' That is an attitude the Government cannot adopt 
and cannot support. We cannot say that a district like Umvukwes, 
with great potentialities, must be dormant simply because Selukwe 
...isgoingto suffer. It is the function of railways to develop countries 
as well as to sell transport. 


"Those functions', declared the government *must be looked at from the 
public utility point of view, not from that of a C.O.D. merchant'.* 

This combined challenge to the commanding heights of the chrome 
economy occupied by the recently knighted Davis came at a particularly 
awkward moment, obliging him to concede ground for the first time in 
more than a decade. The rise of the Becker Trust had earlier caused him 
to make a pre-emptive bid for the Umvukwes chrome properties owned 
by Bailey's Rhodesia Chrome & Asbestos Company, and in December 
1928 the registration of a new company called the African Chrome Mines, 
but better known as the Chrome Trust, was announced in London. In 
return ‘for a parcel of shares in the new company’, Bailey surrendered 
control of his entire Rhodesian operation to Davis.“ But no sooner had 
Davis strengthened his position in Southern Rhodesia than it weakened 
in New Caledonia, where the end of open-pit methods significantly 
increased the cost of mining chrome. Although there was ‘no question of 
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the mine being exhausted_or of its being impossible to work’, it was 
necessary ‘to bore a tunnel 700 metres long right through hard rock in 
order to get at the ore 80 metres below the present level .. . [where] the ore 
was attacked by means of timbered tunnels’. Expenses were accordingly 
‘very heavy’ while development work was driven ahead,“ and for a period 
Davis was on the defensive. Something had to give, and it was Rhodesia 
Railways which surrendered, petulantly stating that it ‘would rather build 
an extension at a loss than that the government should feel dissatisfied at 
nothing being done’.” 

Within the space of three years, however, it emerged that Davis had 
actually given up very little. For much of the 1920s it had suited Davis to 
expand his Southern Rhodesian activities to the point where the colony 
accounted for over half of the world's production in 1929. By 1932 output 
slumped to eight per cent of the world total, partly because of the 
Depression, but mainly because the Chrome Trust's production strategies 
changed in order to eliminate the Chrome Corporation from the running. 
The Chrome Trust utilised the contraction in the world market brought 
about by the Depression, along with its access to chrome production and 
supplies from India and New Caledonia where the mines were fully back 
in operation, to 'shut out' its rival's chrome, which had anyway become 
very much more expensive because of the South African government's 
policy of staying on the gold standard.“ By early 1932 enough pressure 
had been exerted for the Chrome Trust to buy out the Chrome Corpora- 
tion for a paltry £165,000." With monopolistic conditions restored, rates 
on the Umvukwes branch railway line were thercafter blatantly manipu- 
lated to the disadvantage of the remaining small mines. During the entire 
exercise, the settler government could do nothing beyond denouncing in 
the Legislative Assembly those ‘who control in Rhodesia every other 
form of life, who control the chrome, the copper and the asbestos, and 
will subject those people engaged in those industries to desolation because 
it suits their market manipulations'.* 

So effective was Davis’ manipulation of the market that the Chrome 
Trust was left in undisputed control for the rest of the decade. The one 
new and potentially disturbing development was a huge increase in Soviet 
production after 1931, but almost all of it was consumed domestically and 
not much found its way onto the world market.” In fact, chrome ore 
became increasingly scarce as the pace of rearmament quickened in the 
second half of the 1930s. In 1937 when the price of 'good quality chrome 
ore' jumped from 91s.3d. [£4.56] at the beginning of the year to 110s. 
[£5.50] by its end, Davis was gratified to learn that supplies of Southern 
Rhodesian and New Caledonian ore were in such demand that prices for 
early delivery were unobtainable.” Davis’ last intervention in the world of 
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chrome came at the end of the same year, when the British Electro Metal- 
lurgical Company was formed under his chairmanship for the purpose of 
manufacturing ferro-chrome and other alloys in Sheffield.” This move 
downstream, foreshadowed several years earlier by his involvement in 
asbestos and copper fabrication and refining, no doubt marked the start 
of a new phase in his chrome operations, but was cut short by his 
unexpected death. Renowned for his gourmet tastes, Davis collapsed 
while dining. He died on 21 February 1939. 


VI 


In the course of sketching this outline history of the trust or cartel which 
came to dominate the world's production and marketing of chrome, this 
paper has sought not only to recover something of the shadowy career of 
Edmund Davis, but also to identify two areas where the conventional 
wisdom of mining historiography might usefully be modified. The first 
of these concerns the recent suggestion that the rise of big business in 
extractive industries owes more to 'technological pressures rather than 
transactional considerations’. Schmitz's careful examination of the copper 
industry argues that ‘business concentration ... if not following directly 
from market control, should be approached in the context of the techno- 
logical and resource-base complex within which . . . [it] was set'." Even as 
a special case this is debatable; as a general proposition the history of the 
Chrome Trust would suggest that it is untenable. 

Secondly, it has recently been argued in the course of a general over- 
view of the relationship between the City of London and the pattern of 
international mining finance and development that 'in the case of the 
British Empire, developments in the periphery must be weighed more 
heavily in the analytical balance than Cain and Hopkins are inclined to 
allow for’.” While Harvey and Press are clearly right in refusing to accept 
that metropolitan considerations always prevailed, the example of the 
Chrome mining industry suggests that in fact the dog is very rarely wagged 
by the tail. 
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Learning from Joint Venture: 
The Rover—Honda Relationship 


ALAN PILKINGTON 
Royal Holloway, University of London 


Debates on the internationalisation of business, on the transfer of tech- 
nology, knowledge and systems, and the effectiveness of mergers and 
joint ventures have particular relevance to the past and current restruc- 
turing of the global car industry. They property influence our understanding 
of the sometimes difficult relationship which has existed between Rover 
and Honda, an affair begun in 1980, involving joint design, parts sourcing 
and manufacturing projects. Their formal linking has attracted the atten- 
tion of commentators seeking to assess its strategic importance, at both 
the corporate and national level. Rover, left to serve as Britain’s rather 
dilapidated flagship in the world’s car industry, required an alliance which 
could invigorate organisational capability in product design and produc- 
tion management. While Honda could offer these supply-side skills, it 
faced problems with market entry into the European Community and 
competition from more powerful Japanese rivals with similar ambitions. 
The origins and results of collaboration by these two companies fits 
uneasily with many ideas on international joint ventures (IJVs)' and 
technology transfer, largely because this body of thought has only recently 
begun to examine the possibilities of capability building, and has not 
developed a clear view of the way in which capabilities and strategies are 
conditioned by the historical development of the parties concerned. The 
circumstances of the alliance between Rover and Honda, as well as the 
expectations and objectives of those who were charged with its success, 
emerged from their respective histories, corporate cultures and competi- 
tive positions. Although aspects of the relationship have been briefly 
discussed by Williams, Williams and Haslam,’ who looked at the period 
1977 to 1986, many of the problems inherent in the joint venture were not 
apparent until their repercussions emerged in the 1990s. 

Work on international joint ventures has only just begun to address 
issues of organisational learning and renewal.‘ International joint ventures 
have been viewed predominantly as a means of opening new markets and 
spreading risks. Porter's model identifies two primary objectives, one of 
reducing the costs incurred in development or manufacture, the other of 
gaining advantage in new markets or strengthening positions in existing 
markets.’ However, if we take the perspective of organisational learning, 
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IVs can become the means to acquire the skills and capabilities which are 
needed for strategic development.* This certainly proved the motive in 
the case of Rover and Honda, just as many IJVs in the car industry have 
brought shifts in products and manufacturing methods in recent decades. 
Every major international car firm is now involved in at least one IJV (see 
Table 1), attempting not only to spread increasing development costs but 


TABLE 1 
SIGNIFICANT RELATIONSHIPS IN THE INTERNATIONAL AUTO INDUSTRY 
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building skills in new market sectors such as small cars in the USA or, 
within Europe, the emerging four-wheel-drive leisure vehicles. For many 
Western companies, there has been a more critical aim: to learn the 
methods of Japanese management from its progenitors. Parkhe’ has 
pointed out how the literature relating to the strategies of IJVs has 
reached a difficult stage. There is a lack of progress in the development of 
theoretical frameworks, despite the volume of recent data analysis. 
A major reason for this stagnation has been the implied belief that Vs 
represent the solution to a strategic quandary, namely how to compete in 
ever more competitive and narrowing markets with rapidly converging 
technology and spiralling costs." As a result, [JVs are viewed as too passive, 
rather than as a core, strategic tool for the whole organisation. Gomes- 
Casseres, in questioning the assumption that IJVs are an adequate 
objective, sees them as a transition stage for the companies involved,’ and 
he urges the re-evaluation of current theories in the light of empirical, and 
presumably historical, discussion, in much the same way that Hamel con- 
ceives of organisational learning as a means of building core competencies.” 
International joint venture theory is riddled with the idea that alliances 
are formed as clear, long-term strategies. In Rover’s case, there was in 
truth an element of desperation — an urgent need to inject manufacturing 
and design capability — and consequently the Honda relationship was 
based on an unequal footing from its very inception. The British company, 
an amalgamation of much of the British car industry (see Figure 1), had 
witnessed declining sales in the 1970s, and faced ever tightening budgets 
for new model development. These had left the firm with uncompetitive 
manufacturing facilities and unappealing products, and Rover approached 
Honda with weakened bargaining power, although this was not admitted 
for several years." In the event, Rover had to compromise on its objec- 
tives, resulting in deepening dependence rather than the development of 
embedded core competencies. The Japanese company, careful about 
revealing too much of its engineering expertise, naturally encouraged this 
trend." Both organisations were faced with a dilemma recurrent to IJVs 
in the motor vehicle industry.” Given the complex nexus of joint interests, 
where should the partners draw the dividing line between independence 
and collaboration? The Rover-Honda story is most revealing in this 
respect. The short-term benefits which Rover gained, buoyant sales of 
highly regarded products, were highly beneficial. But the cost was an 
extended reliance on Honda for new model programmes, a serious 
strategic danger once the company was sold to BMW in 1994." This 
exposed position was highlighted by an unequivocal public denunciation 
of the sale by Honda, a very unusual action for a Japanese company." Yet 
despite this protest, it is clear that Honda had acquired, through its 
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involvement with Rover, a growing presence in the European market, 
which would be consolidated through direct manufacture at its new 
Swindon Plant. 

Table 1 reveals several approaches and reasons for collaborations in 
the auto industry. European manufacturers tend to co-operate with other 
Europeans on cost reduction projects, so spreading new model finance. 
Fiat, Lancia and Saab have released similar new large models as the 
Croma, Dedra and 9000 respectively.'* They were able to spread the risk 
of development, which typically involves at least £500m and three years’ 
lead time for each model.” Japanese firms have used joint ventures to 
achieve multinational status and entry into new markets, whilst their US 
rivals, faced with a loss of domestic competitiveness, have sought to 
protect their international positions." Joint ventures have also been used 
to gain strategic footholds in relatively inaccessible or risk-ridden markets. 
The joint South African operation of Nissan and Fiat did not affect any 
other facet of their activities but enabled them to operate in this politically 
sensitive market. An example of a venture spreading risks in a relatively 
poor but potentially significant market can be seen in the creation of 
Autolatina in Brazil by Ford and Volkswagen—Audi. Most takeover 
collaborations, those involving a controlling equity stake, show a company 
strengthening its position in certain markets or sectors. For example, 
Ford has acquired an influential stake in Mazda so as to gain a presence in 
the market for small cars.” The US firm has also acquired Jaguar and 
Aston Martin as a means of strengthening its European luxury and sports 
car ranges. The same is true of GM which, after fighting Ford for Jaguar, 
now has interests in Saab and Lotus. The sources of some collaborations 
often require deeper analysis. The presently stalled involvement of Renault 
with Volvo does not make ready sense in the cars sector, where both are 
direct competitors, but they have the potential to create a large and 
profitable truck manufacturing group.” 

The trend towards collaborative relationships in the car industry may 
have slowed from its high level in the early 1980s,” but looks set to become 
a rediscovered strategy in the late 1990s as the world economy emerges 
from a period of slow growth.” Table 1, as indicated, shows some of the 
major examples of these alliances. The complexity of this picture is further 
increased when purchases of faltering smaller European organisations 
bring the new owners into direct contact with rivals: BMW, Honda, Ford 
and Peugeot are all involved through Rover. There are many other 
informal and small-scale relationships, the result of the limited specialist 
resources available within the industry. Companies share consultation 
services and test facilities, and there are frequent interchanges of experts 
and managers.” An examination of the Rover board of directors shows 
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FIGURE 1 


THE AMALGAMATION OF THE BRITISH MOTOR INDUSTRY INTO 
ROVER GROUP, 1880 TO 1994 
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TABLE 2 
THE SHARED EXPERIENCES OF ROVER'S BOARD OF DIRECTORS: 1994 


Number of Automotive Number of Other 
Manufacturing Companies Industries Experienced 
Worked For during Career 
Index 1 2 3 0 l 2 
Number of Directors I 8 4 6 5 3 


Source: The Rover Group. 


that most of its senior managers have been employed by more than two 
other firms and that they have little collective experience from outside 
the automotive industry (see Table 2). Networks involving individuals, 
experts and regulatory bodies are supplemented by historical links within 
the industry — as recently as 1991, Rover Cars was manufacturing body 
panels for Renault, Rolls Royce and Jaguar because of agreements 
formed during the 1960s." Jaguar is one of Rover and BMW’s greatest 
competitors in the UK saloon market, and, as we have seen, Renault has 
very close relationships with Volvo. 

The level of commitment involved in the various types of collaborative 
venture, indicated by the financial risk, is an indicator of the perceived 
importance of the project to the parties concerned. There are few examples 
of collaborations having a major effect on the operating scope of the 
organisations involved — few cases radically affect more than one particular 
market sector or country. For example, GM and Toyota have one of the 
largest joint projects, in production terms, making over 200,000 vehicles 
a year in a shared facility called NUMMI (New United Motor Manu- 
facturers Inc., California). However, this represents just seven per cent 
of GM's US sales.” The only identified international examples of com- 
panies developing a dependency on other manufacturers are Rover and 
Daihatsu. These organisations have the capability to produce only 50 and 
60 per cent of their total respective sales without the co-operation of a 
major competitor. Daihatsu is trying to spread the sourcing of its material 
requirements and is forming links with Korean companies with the aim of 
lessening its reliance on Toyota.” The automotive industry looks set for 
cven bigger joint projects, including alliances between the big US com- 
panies Ford, GM and Chrysler." Overcapacity may force the European 
big six to co-operate in a desperate attempt to cut the costs of new model 
development." Reports of negotiations between Fiat and Peugeot and 
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between Renault and Toyota point to the need for French companies to 
lessen their dependence on government.” 

The relationship between Rover and Honda shows the strength of 
existing contacts in the formation of joint venture strategies. After the 
success of the initial Honda designs, which were imitated at Rover, there 
is little evidence to suggest that the British company ever re-examined its 
position. Mair states that Rover learnt little from the relationship and 
cites a Rover manager describing how no strategy for learning from 
Honda existed until 1991.” Inertia and the familiarity of the negotiating 
process led Rover deeper and deeper into reliance on the Japanese firm, 
a possibility not considered in traditional IJV theory, where, as we have 
noted, alliances are seen as strategies for spreading risks and entering new 
markets. Rover's relationship with Honda was conditioned by entrenched 
characteristics, which have their origin in Rover’s predecessor companies, 
and this legacy not only influenced the formation of the joint venture, but 
limited the possibilities for its development and enhancement. 


II 


How do we explain Rover's weakness in manufacturing and new product 
development, both before and after the formation of its joint venture with 
Honda? Rover represents the remnants of the once independent British 
motor industry. Being an amalgamation, its character derives from many 
car manufacturers with oppositional strategies and products (see Figure 1). 
By understanding the origins of these antecedent firms and the circum- 
stances of their merger, we gain immediate insight into the organisational 
divisions which prevented the development of a single corporate identity 
and a competitive model range. The original Rover company was a 
respected, niche producer of quality cars for the professional middle 
classes; Austin, at its Longbridge manufacturing plant, concentrated on 
the mass production of affordable vehicles; whilst the original Morris, 
which incorporated Pressed Steel, shared this outlook, and under the BL 
regime of the 1970s and 1980s its Cowley plant focused on the large and 
upper medium car sectors. A major reason for the new group's con- 
sequent commercial failure was its inability to revitalise its product range, 
and successive attempts to rectify this major competitive weakness were 
stymied by deeply embedded organisational tensions. The resulting delays 
and shortage in new model development activity forced the firm to seek 
an injection of capability through an IJV with Honda. Continued tensions 
lost Rover many of the potential benefits which were to be gained from its 
Japanese ally, which was a specialist in the mass production of affordable 
cars. In theory, the approach favoured at Austin had a powerful champion 
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‘within’ the company, but in practice a confused marketing, product and 
production policy remained intact, and the punitive costs of under- 
capacity at the Cowley plant continued for many years. 

As is well known, the original firm of Rover was founded in 1877 as a 
maker of pedal cycles. But it was the philosophy of S.B. Wilks, appointed 
to rescue the firm from the difficulties of the 1930s, which shaped the 
Rover company. His strategy was to manufacture a limited number of 
vehicles with the highest possible standard of comfort, refinement and 
performance. Rover began to build vehicles which were distinctive 
enough to command premium prices, and its plant and facilities were 
configured to the making of quality vehicles." As Whipp and Clark have 
pointed out, craft-based techniques and work organisation were at the 
heart of the company’s post-war success,” but it would not continue as an 
independent concern, and became a subsidiary of the Leyland Motor 
Corporation in 1966. The influence of Herbert Austin and his mass 
production philosophy was to prove the more powerful legacy, one 
installed at the Longbridge assembly plant, and therefore the core of the 
British Leyland and BL operation. Austin applied engineering excellence 
in all his activities, most notably in production lines and the construction 
of cheap, small cars." Although his approach was at variance to that 
established at Rover in the 1930s, it was in unison with his great rival, 
Morris." The British Motor Corporation — a merger of Austin and Morris 
— was assimilated by Leyland in 1969. The new BLMC (British Leyland 
Motor Corporation) encompassed almost all the existing UK motor 
producers (as summarised in Figure 1)," but a succession of financial 
crises beset the group from 1973. The majority of its product lines had 
become dated and unprofitable, and the company overstretched itself 
when it attempted to respond to European and Japanese competitors and 
gain scale economies. It could not, moreover, match new model activity 
from Ford UK and Vauxhall, the General Motors subsidiary. Then, 
financial controls introduced by management caused widespread industrial 
unrest in the firm's many plants.“ The company could no longer fund its 
own expansion-based recovery plans, and, when the government was 
invited to intervene, nationalisation followed in December 1974. The 
new regime’s first product was a Parliamentary Study, entitled ‘British 
Leyland: The Next Decade’, which became widely known as the Ryder 
Plan. This report, fearful of BLMC’s terminal collapse, noted the com- 
pany’s out-dated machinery and plant, in addition to an excessively 
centralised organisation, poor industrial relations, and the unrationalised 
inheritance of merged plants.” The Ryder Plan established operational 
guidelines, and the concluding recommendations were that ‘British 
Leyland should not diversify away from the industry and should remain a 
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manufacturer in all sectors’.* In effect, BLMC’s original expansion plans 
were endorsed. The government agreed to proceed in return for a 
‘substantial programme of product rationalisation’ in each sector,” and 
the implementation of an export drive which would generate extra unit 
cost reductions. 

The Ryder policy was pursued slowly,” but the appointment of Michael 
Edwardes as Managing Director in 1977 gave impetus to a much needed 
transformation. The company, still un-rationalised, continued to absorb 
government funds, provided through the Industrial Reconstruction 
Corporation's National Enterprise Board." Edwardes' first task at the 
renamed BL (British Leyland) was the rapid rationalisation of the 
company's model and market structures, as proposed in the Ryder Plan. 
At the time, the company was effectively competing against itself with 
similar Rover, Triumph, Morris and Austin models, and it had massive 
excess capacity over sales. This period of model reduction (shown in 
Table 3) Edwardes himself called "The Term of Shrinking’,* and led to 
closure at Speke and Seneffe in Belgium, and to the dismantling of some 
production lines at Cowley and the Land and Range Rover plant at 
Solihull." The model rationalisation nearly halved capacity from 687,875 
units in 1977 to 395,820 in 1980 (see Table 3). During this period, the 
plant near Oxford was reorganised, and charged with the manufacture of 
large and upper medium cars.“ The introduction of new models was a 
particularly acute problem for Edwardes. The existing range was tired 
and uncompetitive, and, because of financial weakness, investment had 
been severely curtailed for five years. The company’s amalgamated 
design resources had been cut in the belief that future success lay in the 
manufacture of cars in large numbers, and the design skills and resources 
of the separate companies were not protected. Edwardes found BL with 
excess production capacity, ready for rationalisation, but he possessed 
products with a poor reputation for quality and reliability, and his solution, 
a practical one with the potential to obtain quick results, was to collaborate 
with a successful overseas company.” 

When the Rover Group was created in 1986, its management was not 
just replacing the Austin-Rover or BL name with a Viking longboat 
badge: it underwrote a change in product-design strategy, away from 
across the board competition towards the more profitable top end of each 
market sector. This was a new approach for all the units within the 
reconstituted Rover Group, and, indeed, for the whole car industry. In its 
Britishness and association with quality, the historic name of Rover had 
additional advantages for a company seeking to change its image.“ The 
new firm proceeded in the belief that the car-buying public would pay 
extra for vehicles with higher product engineering and specifications.” 
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TABLE 3 
BL'S MODELS AND PRODUCTION OUTPUT, 1970 to 1994 


Yoar Production Volume Number of Models Made 


1970 788,700 20 
1971 886,721 22 
1972 916,218 21 
1973 873,839 22 
1974 738,503 22 
195 605,141 22 
1976 687,875 18 
1977 651,069 17 
1978 611,625 17 
1979 503,767 15 
1980 395,820 10 
1981 398,763 11 
1982 383,074 10 
1983 445,364 8 
1984 383,324 7 
1985 465,104 7 
1986 404,454 8 
1987 471,504 7 
1988 474,687 7 
1989 466,619 8 
1990 464,612 9 
1991 395,624 9 
1992 378,797 9 
1993 406,804 H 
1994 432,500 10 


Source: Vanous SMMT (Society of Motor Manufacturers and Traders) Year Books. 1994 
figure from BMW Annual Report and Accounts (1994). 


Rover was not challenging the makers of large, luxury cars such as Jaguar, 
BMW and Mercedes Benz, but it was striving for the higher specification 
end of its chosen sectors: the Ghia Ford models or Vauxhall’s CD badged 
products rather than the volume, base, entry-level models. The strategy 
was further developed by the succeeding chairman Graham Day, who 
later explained his thinking as: ‘The whole segmentation of markets is 
becoming very much more sophisticated. We have to segment the markets 
in a way which enables us to present a product to the marketplace which 
the consumer can differentiate'.* But this strategy seemed isolated from 
the major manufacturing plants and managerial cultures of Longbridge 
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TABLE 4 
PRODUCTIVITY DEVELOPMENT IN ROVER 








Sales Employces Cars per Employee 
(units) 

1988 474,687 42,300 112 

1989 466,619 39,900 11.6 

1990 464,612 41,400 112 

1991 395,624 38,300 10.3 

1992 378,797 33,500 113 

1993 406,804 33,900 120 

1994 452,500 36,300 124 





Source: Various SMMT (Society of Motor Manufacturers and Traders) Year Books; 
Company Reports and Accounts. 


and Cowley? and did little to restore profitability. Table 4 shows the lack 
of advancement in Rover's productivity (cars per employee per year) 
throughout the relationship with Honda. The 1993 figure of 12.0 cars per 
employee compares with 17.1 and higher for the Japanese manufacturers 
and Ford UK's 15.7.? At the same time, Rover's profitability, despite an 
increasing turnover, tended to decline (Table 5). 

The Longbridge part of the firm incorporated the bulk of the new 
Rover's production capacity in the Metro, Mini and Rover 200/400 
vehicles, yet the characteristics of Austin remained prevalent. It was 
ruled by the daily problems associated with vehicle mass-production and 
Herbert Austin’s ‘people’s car’, the Seven: the need to prevent stoppages 
on production lines and consequent disruption in the rest of the factory, 
across what is in effect a finely tuned and interactive system.” These 
pressures ran counter to the revitalised Rover strategy, as the operations 
personnel involved in the development of the first vehicle jointly designed 
with Honda came mainly from Longbridge. The Birmingham plant was 
the natural home for designers and manufacturing managers with expertise 
in medium-sized cars, and they had an early and major influence on the 
alliance with Honda. Although Honda’s vehicles were and are mass 
produced, the Japanese company’s working methods caused numerous 
problems for the Longbridge management. While the British were 
accustomed to a preponderance of manual operations and to carrying 
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TABLE 5 
BL/ROVER TURNOVER AND PROFITS, 1981-94 


Year Turnover Profit (Loss) 
(£M) (£M) 

1981 2,869 (503.7) - 
1982 3,072 (300.5) 
1983 3,421 (142.9) 
1984 3,402 80.6 
1985 3,415 (138.0) 
1986 3,412 (892.1) 
1987 3,096 (26.8) 
1988 1,179! 35.0 
1999 3,430 64.0 
1990 3,785 55.0 
1991 3,744 (52.0) 
1992 3,684 (49.0) 
1993 4301 560 
1994 n/a 4.8? 


Notes. — ! part year figure from BAe Report; ? nine month figure from BMW Report. 
Source Company Report and Accounts 


safety stocks of materials, Honda's systems were highly automated and 
throughput was controlled by stable, long-build cycles and manufacture 
in large batches.? Ultimately, Longbridge adapted to the Honda way, a 
predictable and reliable production process of large batches able to create 
consistent products with the same qualities.” But this achievement at 
Longbridge hardly assisted Rover's new strategy of producing for the top 
end of each market sector, where the operation of consumer choice and 
the ability to produce largely to customer order were vital.” 

The complex interaction of the Rover headquarters with Longbridge 
was further complicated by the third historical legacy, namely the Cowley 
plant. As we have noted, this part of the company stemmed originally 
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from William Morris, Lord Nuffield’s old company and its pressed steel 
subsidiary, and, in the 1970s and 1980s, it had won responsibility for the 
manufacture of large cars. Operational pressures were different to those 
of the small car sector, lower production volumes being balanced by the 
higher work content which adds the value and appeal.” Tensions were 
accentuated by the relatively low demand for Cowley products, and over- 
estimation of demand for the Montego and Maestro lines left the plant 
with greatly under-utilised facilities.* This problem continued with the 
Rover 800, the second joint design project to be implemented with 
Honda, although the latest collaboration, the 600, has helped rectify the 
situation.” Both of these joint ventures, nevertheless, conflicted with the 
central Rover strategy: while one, a traditional view in the industry, 
offered customised choice, the other sought to channel consumer prefer- 
ences to standardised higher specification vehicles.* Interestingly, these 
initiatives were contemporaneous with efforts to trim costs, Cowley 
bearing the greatest burden, especially when British Aerospace, which 
purchased the company in 1988, redeveloped the site through its property 
arm, Arlington Securities.” 


i 


It is easy to understand Rover’s motives in the formation of the joint 
venture, but why did Honda enter into collaboration with a failing motor 
manufacturer? Like Rover, the Japanese firm began with the production 
of cycles, but it is the post-war years which were significant in its develop- 
ment. The founder Soichiro Honda, pioneered the company’s own motor- 
cycles and increasingly concentrated on engineering questions. From 
1964, Honda began to make cars.” As in many Japanese companies, 
Honda emphasised the importance of engineers, called experts. It was 
distinguished, however, by having a team of managers operating the 
commercial side of the business and working only under the guidance of 
the engineering departments." The company still had the flexibility to 
respond to market changes whilst bestowing a high status to engineers 
working on product design and development.” Rover management 
believes that Honda Motor has progressively pursued growth as part of a 
long term, stable strategy, in a way that is typical of the kaisha as a 
species.” From another perspective, Sakiya shows that each development 
phase was prompted by a key event and a change in company control, 
rather than by deliberate corporate planning (see Table 6). This perspec- 
tive is supported by Pascale's case study on the ‘Honda effect’. 
Perceptiveness and flexibility were assisted, moreover, by a distinctive 
organisational and management style,“ and facilitated by the operational 
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TABLE 6 
SAKIA'S PERIODISATION OF HONDA MOTOR'S HISTORY 


Cycle Date Strategy Pursued Management Style 


1 Inception to Domination of Japanese Honda and Fujisawa with 


1954 motorcycle market autocratic control 
2 1954 to 1964 Domination of world Establishment of board and 
motorcycle market with large organisation 
Super Cub Managenient style 
3 1964 to 1973 Entry into car market with Honda and Fujisawa reuied, 
CVCC engine collective leadership style 
developed 
4 1973 to today International strategy for Kawashima’s presidency 
, multinational status and innovative style 





Source; T Sakia, Honda Motor: The Men, the Management, the Machines (Tokyo, 1984). 


methods of its three divisions: Research and Development, Engineering 
and Commercial. This tri-focal approach reduces factionalism. In Rover, 
different parts of the organisation constantly demand alterations to 
products, whereas at Honda all sections are consulted at the original 
design stage. Honda tends to focus on the prevention of faults in future 
models, and it seeks product differentiation by engineering as a means of 
developing distinctive, world class products. As the industry enters a 
period of overcapacity, the demand for distinctive vehicles will increase, 
so long as each competitor can contain costs. 

Despite having impressive core capabilities and a strong position in its 
home market, it needed new avenues overseas to sustain its rate of growth. 
In the North American market, its compact products and established 
reputation for motorcycles gave it an immediate advantage over other 
Japanese manufacturers, particularly in California. Honda built a car 
manufacturing plant in Ohio in 1982, alongside one of its motorcycle 
factories. The company was helped by its particular manufacturing system 
in which cars are built in large batches to a schedule fixed six months in 
advance, in contrast to the just-in-time (JIT) methods employed at Toyota 
and Nissan which respond to customer orders directly, manufacturing in 
batches of one vehicle. This batch-of-one strategy is suited to Japan, 
where a customer will wait a week or so for a car to be manufactured. In 
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the US, a customer expects to drive the vehicle away on completion of 
sale and Honda’s manufacturing and distribution system is suited to this 
basic marketing requirement. JIT, moreover, is difficult to implement if 
parts suppliers are more than a few hours’ delivery time away, as in the 
evident case of materials sent from Japan. Honda, on the other hand, 
could easily build these extended lead-times into its production schedule, 
concentrating instead on manufacturing and sales.“ 

In Europe, Japanese car sales were limited by European Community 
import quotas. Honda faced three choices: it could build an assembly 
plant as it had in Ohio, the strategy adopted by its competitors Nissan and 
Toyota; it could collaborate with an established firm and build a joint 
manufacturing operation; or it could purchase one of the smaller European 
firms. Japanese manufacturers are wary of purchasing existing operations 
in the belief that workforces cannot adjust to required working practices. 
In the US, Japanese firms established manufacturing plants away from 
the heart of the motor industry in Detroit. The idea of building a new 
transplant factory was favoured at Honda, but not until the success of the 
US operation had been established. Mair identifies Honda’s European 
product strategy as similar to those of German manufacturers like BMW 
and Mercedes rather than of the mass producing big six of Fiat, Renault, 
PSA, VW, Ford Europe and GM Europe.” Rover’s need for a partner 
offered Honda the chance to enter Europe immediately and with less risk 
than constructing a suitable supply base and transplant factory. 


IV 


Having looked at the origins of the joint venture, we can explore how the 
particular strengths and strategies of the companies conditioned the 
circumstances of its later operation. As we have seen, several factors 
pushed the British company towards an international alliance. Dwindling 
financial support from the government and a lack of investment capital 
were also the results of Rover’s failure, and the lack of design capability 
which was evident with the formation and rationalisation of BL robbed it 
of a key corrective mechanism. The increasing threat from Japanese 
manufacturers seeking to operate in the UK market forced the British 
flagship to update its manufacturing base more quickly than Ryder had 
anticipated. Edwardes himself oversaw the joint venture plans.“ The 
prospect of an association with Renault emerged, and the French 
company’s advanced model development facilities were an apparent 
attraction. But Renault had a staunchly nationalistic attitude, and Edwardes 
doubted the possibilities and practicalities of collaboration. There was 
every prospect of BL emerging as a satellite assembly operation.” GM 
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was mentioned: in 1978, Vauxhall’s managing director in Britain had 
approached the Rover board and suggested an exchange of engineering 
resources. The plan, called Gemini, failed to win support in Detroit. 
Edwardes was cautious, concluding that ‘any meaningful collaboration 
would only be fruitful if the preliminary work was carried through in 

g detail on a strategic basis. Ad hoc ideas were not likely to bear 
fruit’.” With this thought in mind, the merging of BL with Chrysler UK, 
codenamed Dovetail, finally fell through, the US subsidiary eventually 
being sold to Peugeot. 

The analysis of potential partners presented a realistic evaluation of 
Rover’s competitive position: “There would be problems within Europe 
because it is difficult to collaborate with a direct competitor in what is one 
big market. The dangers of a link with a multinational — even if they were 
interested — would be that BL would become an off shore assembly 
operation.” As a result, attention turned to Japanese manufacturers, 
with Honda Motors highlighted as the preferred choice. A more detailed 
investigation revealed the complementary nature of both organisations’ 
operations. Honda had design strengths in the areas where Rover was 
weak, specifically engines and gearboxes.” In turn, it could appreciate the 
value of Rover’s design studios, with their repository of skills in styling,” 
and the lure of enhanced consumer appeal at home and abroad. Honda’s 
organisation and its emphasis on efficient production and products were 
seen by Edwardes as imitable as well as admirable. 

Edwardes enlisted the help of a former colleague from Chloride, then 
the UK’s ambassador in Tokyo. It took six days for the Honda president 
to respond. Length of contemplation and attention to detail were a mark 
of Honda Motor and continued to surprise and unnerve Rover executives 
more used to responding to management requests in a few hours. Within 
a month, a meeting on the US west coast resulted in BL licensing a Honda 
model as the Triumph Acclaim. A full collaborative agreement, however, 
took many months to formalise, almost to the deadlines set by Honda, 
which wanted production to start within a year, but the British govern- 
ment was slow to approve the 1980 corporate plan. In the end, BL needed 
Honda as a lifeline, and it conceded many points including long-term 
parts agreements and penalty clauses." 

The Triumph Acclaim project, code-named Bounty, was followed by 
several other joint ventures, some more complex than a licensing agree- 
ment. The Rover 200 was partially designed by BL, so it was distinct from 
Honda's Ballade equivalent, and its engineering included one of Rover's 
own power-train units of engine, gearbox and axles.” An executive car 
project, codenamed ‘XX’, and marketed as the Rover 800 and the Honda 
Legend, followed. Honda was more influential in issues of design and 
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could veto all decisions concerning the performance and engineering of 
the vehicle." The successor to the 200, the R8 project launched as the 
Rover 200/400, included joint initial design work, although the Rover 
and Honda derivatives were tailored by indigenous engineers." The R8 
contract included reciprocal manufacturing agreements, with Honda 
Concerto vehicles being produced at the Longbridge plant." 

Following the sale of Rover to BAe in 1988," the relationship with 
Honda Motor continued undisturbed and was strengthened by an equity 
swap in 1989. Honda gained a 20 per cent stake in the Rover Group, and 
Rover took 20 per cent in Honda UK, mainly the manufacturing operation 
in Swindon.” The relationship was strengthened by the added corporate 
stability that followed the sale to BAe." Amicability ended when owner- 
ship was transferred to BMW, the German luxury car manufacturer in 
1994. Newspaper accounts were littered with statements from Honda 
executives expressing disbelief that a partner could have treated them so 
badly.” The message sent back to Tokyo was that British firms were 
negligent of relations built up over many years, and were able, if the 
situation warranted and with little regard for the consequences, to turn 
against their partners. 

The capability acquisition literature suggests that collaboration is a key 
development strategy," but there are few case studies to test how effective 
a strategy it can be." Future success, it is said, can be guaranteed by 
concentrating on the development of skills rather than the market 
opportunities which flow from collaboration." This was possibly the case 
with Rover and Honda, at least in the initial stages, but the venture was 
soon dominated by the tailoring of Honda models rather than a strategy 
of capability creation at Rover. Originally a means to acquire a stop-gap 
line in one market sector, whilst a delayed programme was completed, 
the word 'alliance' came to hide Rover's dependency on Honda, and 
Rover's prospects did not improve, with market share slipping behind a 
re-emergent Vauxhall. To be fair, the British company maintained some 
core strengths, and the Rover 100 was the result of an independent 
programme. But generally the current portfolio of Rover products is 
evidence of reliance on Honda for its design and development programmes: 
the 800 series is a face-lifted version of an earlier joint development with 
Honda; the 600 series is nearly identical to the Honda Accord, which was 
on the verge of being produced at Swindon;™ the 200/400 series was 
developed with Honda as the Concerto; the Mini was an evolution of the 
1960s design and was made on the original production facilities; and even 
the Rover 100 contains a Peugeot gear-box. Table 7 shows how the 
dependency has deepened to the point where two-thirds of Rover's 
production originates with Honda designs. Rover retained an ability to 
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design competitive vehicles, but not sufficiently fast enough to sustain a 
broad, competitive portfolio.” As a consequence of collaboration with 
Honda, Rover did gain expertise in transforming existing designs from 
other manufacturers into ‘Roverised’ products, a capability that will assist 
the future relationship with BMW. Whilst strategic objectives at Rover 
became skewed, Honda attended to its objective of learning about the 
European market and European car manufacture. It did not acquire 
Nissan’s production volume, but it did gain greater depth in its supply 


base and in its relationship with indigenous suppliers. 


1993 


TABLE 7 


ROVER CAR PRODUCTION SPLIT BY PLATFORM 


388,322 
369,839 
433,183 
371,427 
450,892 
389,968 
450,726 
450,575 
434,816 
417,351 
359,951 
339,054 
361,844 


Production Based on Rover 


Platform 
Units 
367,875 
311,814 
383,141 
339,784 
385,048 
311,231 
313,436 
304,605 
294,831 
229,715 
154,046 
122,400 


122,596 


Notes: — ! Excluding Land Rover 


Source: K. Williams, C. Haslam and S. Johal, "Who's Responsible? BAe: BMW: Honda: 


88.5 
915 


85.4 


33.9 


Rover’ (unpublished paper, 22 Feb. 1994). 


Production Based on Honda 


Platform 
Units 

20,447 
58,025 
50,042 
31,643 
65,844 
78,737 
137,290 
145,970 
139,985 
187,576 
205,905 
216,654 


239,248 


14.6 


44.9 
57.2 
63.9 


66.1 
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The Rover—Honda relationship was not a true partnership. The com- 
panies were not so closely linked that they engaged in joint product plans: 
Rover merely incorporated Honda models whenever it seemed appro- 
priate.” The British company's reputation for reliability and quality was 
radically improved and the use of Honda's manufacturing techniques and 
practices increased productivity. These gains were not made without 
difficulty. The use of facilities designed by Honda led to several major 
planning mistakes and false economies. The R8 facilities were first built 
without production buffers, and these were retrospectively introduced in 
order to solve production smoothing problems around the engine fitting 
section ofthe line." The identity of Rover Cars, internally and externally, 
had not therefore been lost. Solihull, the home of Land Rover, was little 
influenced by Honda," while Cowley began to produce only Honda- 
designed cars. The BL-derived culture and the values of Cowley were 
receptive to Honda's manufacturing technology, but baulked at a product 
strategy of large batch volumes and minimal customer choice, the manage- 
ment there preferring an approach closer to that of Toyota." The Austin 
tradition of mass producing low-variety cars enabled Longbridge to 
emerge as Honda's champion within Rover. The simmering conflict over 
manufacturing strategies between these two sites, basically over which 
lean production system was appropriate to the European market, was 
only curtailed by BMW in recent years. 

But it is evident too that Rover did not learn enough from the Honda 
collaboration to forestall its sale by BAe. Stop-gap design sourcing 
developed into design and manufacturing dependency, which under- 
mined Rover's ability to exist independently. A deepening hole of design 
capability, both in expertise and resource, was observable in the manage- 
ment of Rover's limited new model programmes. The company was not 
able to support all its desired lines, even with the involvement of Honda, 
and the manufacture of the 800, 600, 200 and 400 models was dependent 
on Japanese technology. It could produce the ageing Metro and Mini 
models independently, but these were unprofitable and hardly the great 
hopes of Rover's future. The 1990 Metro, a face-lifted version of the 
previous model introduced in 1981, but incorporating the K-series engine, 
offered a path towards independence.” Unfortunately, demand for this 
vehicle was comparatively low, and could never have given Rover the 
world-class manufacturing efficiency and profitability which would 
eventually have relieved its dependency upon Honda. The opportunity to 
sell Rover was welcome to the cash-struck BAe. 

Honda was in a strong position to take over Rover, having detailed 
knowledge of a company versed in the production of its own models, but 
it had just opened the Swindon plant. Japanese firms rarely buy a company 
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with which they have developed a buyer-supplier relationship (the smaller 
organisation being preserved to mutual advantage through partnership 
agreements, an exchange of equity, and capital injections), and as 
Honda's strategy was to take on the German quality makers, it did not 
need the capacity of Rover to challenge the mass-production giants. 
Honda gained design expertise in the previously European-led quality 
and executive cars sectors and also in the particular field of suspension 
technology. It entered the European market through an indirect route at 
a time of highly restrictive import controls. The main benefit to Honda, 
especially over its Japanese rivals, was its involvement in European- 
based manufacturing: it gained experience of the labour and marketing 
practices which it would subsequently experience at Swindon." 


V 


What did Rover learn from its collaboration with Honda? The company 
certainly gained in design capability and, as a result, its image with 
consumers was revitalised. Its ageing vehicles were replaced with modern 
and desirable products that were often compared by the motor press to 
established leaders in the field. However, the capacity of the company to 
absorb this capability was soon open to question. Rover was able to 
produce its new range with the collaboration of Honda, but was financially 
no better off. Can the company maintain the same level of design com- 
petency in its new relationship with BMW? Rover acquired an insight into 
world class manufacturing techniques and technology. It did not have the 
high levels of efficiency enjoyed by Toyota’s JIT system, but the facilities 
at Oxford and Birmingham were able to produce cars at quality levels 
unheard of in the BL days and at productivity levels close to those of its 
European competitors. Moreover, Japanese management techniques 
were introduced, changes which included single-status canteens and 
company uniforms, but also new pay structures that attempted to shift 
the responsibility for production performance away from desk-bound 
management to the shop-floor workers. These changes were in some 
cases only partially accepted and their benefits were debated. Managers 
remained identifiable on the shop floor by their differently coloured 
uniforms. The problematic nature of the relationship between Honda and 
the BMW-owned Rover may have been foreseen by the executives in 
Munich, but it cannot assist future development at Cowley or Longbridge. 
Design capability at BMW differs from that to be found in Honda, which 
has left its legacy at Rover. Can the British company evolve capabilities 
independently of Honda, whilst providing BMW with the insight it seeks 
as an international competitor into Japanese working methods? Alterna- 
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tively, BMW may have sought entry into the rapidly expanding 4x4 
market, as well as increasing its control of executive car sales. 

Rover's future will unfold, but a key lesson of the Rover and Honda 
collaboration — evident after a decade or so — is that strategic intentions 
should not have been forgotten as the force of ‘pragmatic’ adjustments 
gradually weakened design capability and independence. Unlike Rover, 
Honda pursued its long-term goals. It is fair to note how collaborative 
ventures in the car industry are not typified by the Rover- Honda relation- 
ship, because of the British company's desperation. But the international 
management literature is only just beginning to reflect the broad compass 
of joint venture strategies as evidenced in the growing number of 
collaborative projects in the world car industry. Like the Honda-Rover 
relationship, NUMMI (New United Motor Manufacturing Inc.) allows 
Toyota to build cars in the US and General Motors the opportunity to 
view Japanese methods. Collaboration has moved beyond market entry 
and the spreading of risks towards the acquisition of design and manu- 
facturing capabilities. But what is also clear from the Rover-Honda story 
is that the British company's initial sense of crisis stemmed in part from its 
history, from the disparate aims and cultures of its antecedent firms, and 
that the potential benefits of collaboration were dissipated by continued 
tensions over product and production strategies." This is reflected in a 
relationship between a weak and strong partner. The weaker partner may 
not be transformed by a mutual-exchange of distinct organisational 
capabilities if the stronger partner continues to control or withhold its 
particular competitive advantage. Current thinking on international joint 
ventures still focuses too much on the external dimensions of the firm — on 
issues of market entry and commercial risk bearing — but in matters of 
capability exchange and organisational learning it is the internal institu- 
tional settings and their deep historical roots which need to be understood. 
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SURVEY ARTICLE 
French Banking History: A Review Article 


HUBERT BONIN 
Institut d’études politiques de Bordeaux 


The history of French banking since the French Revolution has a long 
tradition dating back to the pioneering studies of Bertrand Gille,' Jean 
Bouvier,’ and Maurice Lévy-Leboyer’ in the 1950s and 1960s, as well as 
the work of Herbert Lithy‘ and Louis Bergeron’ on the eighteenth century 
and the period critical for the emergence of the Haute Banque (merchant 
banks).‘ Yet there are good grounds for considering French banking 
history as retarded compared to its British counterpart. It was handicapped 
by the difficulties of gaining access to archives, and — perhaps — by the 
location of French economic historians in university history departments, 
which weakened ties with the business world. However, over the last 
15 years French banking history has gained a new momentum. Researchers 
have become more interested in this subject. Banks have begun to 
commission scholarly histories. Finally, the challenges of European and 
global financial integration have stimulated a new interest in banks and 
their traditions. 

In spite of the undoubted achievements of the pioneers of banking 
history, it is not possible to define a ‘French school of banking history’, as 
no research centre nor collective team is located in a French university. 
However, owing to the stimulating books and seminars of Lévy-Leboyer 
and Bouvier — who unfortunately died in 1987 — a few ‘followers’ have 
chosen to focus their research in this area. The influence of Professor 
Alain Plessis, the author of a major thesis about the Bank of France 
during the Second Empire, has been critical.’ Plessis has assumed from 
Lévy-Leboyer and Bouvier the role of leader of a new generation of 
researchers in economic history at Paris-Nanterre University." He holds a 
regular seminar for banking and economic history with his colleagues 
Jacques Marseille (Paris 1-Sorbonne) and Michel Margairaz (Paris-Saint- 
Denis), which operates in parallel with a seminar for industry and 
innovation history led by Frangois Caron (Paris 4-Sorbonne). These 
seminars have encouraged a growing interest in the history of business 
enterprises, including banks. The publication in 1992 of a special issue of 
the recently launched journal Entreprises et Histoire entirely devoted to 
banking history, guest edited by Plessis, has symbolised the dynamism of 
this research group.’ 
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Taking a different approach, André Gueslin (Paris-Jussieu) undertook 
a project to write the history of the banking institutions which were 
not linked with the banques classiques or those members of the official 
Association frangaise des banques which managed the collective rules 
and quasi-cartel arrangements found in French banking. These other 
banks operated under special statutes, allowing them state protection and 
preferential interest rates for credit products oriented towards specific 
sectors (such as peasants, craftsmen and shopkeepers, and small and 
medium-sized firms). 

Gueslin has devoted most of his recent research to the reconstitution of 
the history of two big mutualist groups, the Crédit mutuel and the Crédit 
agricole.” More recently, his research has focused on the history of the 
Caisses d'épargne (savings banks)." Some research on the latter institu- 
tions has already been undertaken thanks to the pioneering initiatives of 
Daniel Duet,” an official of the Caisses d'épargne group, and to a young 
association for the history of the Caisses d'épargne," linked to Gueslin 
and Bernard Vogler (University of Strasbourg). 

There have been a number of other research initiatives by academics 
working on banking and finance. Michel Lescure (University of Tours) 
has now completed his work on the financing of small and medium enter- 
prises during the inter-war period." This project used the archives of the 
Crédit national, which specialised in relations with medium-sized firms, 
and Lescure has been able to explore in great detail the functions and 
performance of this financial institution. After discovering banking 
history through his work on the history of the Banque nationale de crédit 
in the inter-war years, Hubert Bonin has been undertaking for a decade 
an investigation in the provincial and Paris banking archives, as well as 
those of the Banque de France in order to complete his Doctorat d'Etat 
thesis about the French banks between 1919 and 1935. He has assessed 
the capacity for innovation of the banks — both the deposit banks and the 
merchant banks (banques d'affaires) — and the competition between 
them. This substantial project has resulted in a number of spin-off publi- 
cations, both synthetic’ and more specialist.” 

Eric Bussière (Arras University) has linked enterprise history (with 
F. Caron) and international relations history (with Jean-Marie Soutou). 
Bussiére’s work has followed in the wake of the pioneering books of René 
Girault" about French financial and banking investments in Russia, by 
Jacques Thobie” (French Institute in Turkey) on French investments in 
the Ottoman Empire and the activities of the Imperial Ottoman Bank, 
and by Raymond Poidevin? about German-French financial relations. 
Bussiére has researched the European activities of Paribas, a banque 
d'affaires, following the opening of its substantial, but long-closed, 
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archives. He has provided a well-documented history of this banque 
d'affaires, through his own thesis, a number of articles, and a book about 
the European and world evolution of Paribas." Subsequently Bussière 
has researched the life and career of the manager of Paribas in the inter- 
war years, Horace Finaly. These studies of Paribas have been supplemen- 
ted by the Swiss historian Philippe Marguerat, who has published a 
number of studies on the activities of Paribas in Central Europe during 
the inter-war years.? 

A younger generation of researchers has published a number of impor- 
tant studies in the 1990s. The history of the merchant bank Neuflize- 
Schlumberger-Mallet has been completed by Christian Grand.? There is 
a thesis about Alsatian banks by Georges Siegel." A conference on banks 
and investments in the Mediterranean region since the late eighteenth 
century,” and a thesis by Jean-Pierre Hirsch? (University of Lille) about 
the history of the Lille trading entreprises are illustrations of this trend. A 
number of biographies have been written about prominent bankers and 
businessmen, such as the nineteenth-century merchant bankers Fould, 
the subject of the magisterial study by Frédéric Barbier.” Interesting 
materials may be found also in two more popular books that examine the 
history of the great Saint-Simonian entrepreneurs and heroes, the brothers 
Pereire — famous for the adventure of the Crédit mobilier (1852-1867) — 
and the brothers Talabot — railway and steel managers, linked to the 
creation of the Société générale in 1864.” 

In addition to these specialised studies, research in related fields has 
also contributed to banking history. The activities of banks during the 
Vichy regime (1940—44) led Claire Andrieu (Paris 1-Sorbonne) into 
examining the circumstances of the introduction of the key banking law of 
1941, which was confirmed and expanded at the Liberation, and which 
provided the legislative framework for French banking over the next 
quarter of a century.? Annie Lacroix-Riz (Toulouse 2 University) has 
provoked a sharp debate about the 'collaboration' of the French banks 
with the German authorities during the Occupation and the profits they 
earned." She was able to access the files of the judicial investigations and 
trials of senior bank officials (especially at Paribas and Société générale). 
Although a specialist in the history of publishing and editing societies, 
Jean-Yves Mollier (University of Saint-Quentin-en- Yvelines) has provided 
a new study of the ‘Panama scandal’ during the 1890s."' Lastly, even some 
historians of art and architecture have contributed to banking history. 
They have investigated the architectural evolution of the French banks as 
a symbol of the mentalities and values entertained by bankers and their 
customers, and as an instance of building modernisation at the turn of the 
twentieth century.” 
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The new interest in banking history has been facilitated by a growing 
willingness of banks to open their archives to researchers.” As some 
enlightened managers became more conscious that their past secretive 
attitude contributed to suspicions about their institutions, a movement 
towards the opening of the archives gathered momentum. The Crédit 
Lyonnais was a pioneer in this respect, with the creation of a history and 
archives centre in Paris under the responsibility of a highly respected 
‘chartist’,“ Roger Nougaret and his small team." The same trend was 
apparent at the Bank of France, where a specialised service has been set 
up by Brigitte Maymard in order to classify the huge historical archives of 
this bank and to open them to researchers.* 

The credibility of these initiatives has stimulated Paribas, which now 
possesses an historical archives service, and the Société Générale, which 
has begun to plan a history service. The creation of these research centres 
explains the emergence of new historical studies, especially under the 
direction of Alain Plessis, about the history of the Crédit Lyonnais 
between 1945 and 1966, and the Banque de France at the end of the nine- 
teenth century, as well as studies of the employees of the banks, through 
the individual files of deceased or retired staff. In the meantime, some 
foreign researchers have built on earlier traditions created by Rondo 
Cameron" and David Landes — whose 1958 book about the bankers 
Dervieu and André in the 1860s has now been translated into French.* 
Japanese colleagues are particularly active. Yasuo Gonjo has published 
in French his study of the history of the Banque de l'Indochine, while 
several of his colleagues have written in Japanese about French banking 
history." 

University academics do not exercise a monopoly over research into 
banking history. Without considering studies written by journalists,” 
banking history has attracted initiatives by bankers and financiers who 
have realised the necessity of balancing the traditional neglect for the 
history of banks with a re-evaluation of the contribution of their enter- 
prises to economic growth. 

The first strand in this reassessment of bankers' attitudes to banking 
history comprises a number of memoirs which have been recently pub- 
lished. These include works by two past presidents of Paribas, Jacques de 
Fouchier and Pierre Moussa. The former describes the creation of a 
group of specialised credit instruments oriented towards household and 
consumer goods (furniture, automobiles, electronic appliances), acquisi- 
tions (with the Compagnie Bancaire), and his rise to the Paribas 
presidency." The latter discusses the style and strategy of his Paribas 
presidential tenure before the political crisis that caused his dismissal in 
1982.* In the meantime, a well-known sociologist, Robert Fossaert, has 
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provided an account of his adventures as the president of a nationalised 
provincial bank, Scalbert-Dupont, part of the Crédit industriel et com- 
mercial (CIC) group, providing proof that intellectuals are not always 
well fitted to managerial tasks. 

Although histories written by senior managers usually lack the wider 
perspectives of more scholarly works, they can provide valuable informa- 
tion about particular events, and about the corporate culture of the institu- 
tion. Jacques Alibert has described the history of the Banque Interna- 
tionale de l'Ouest africain (BLAO) from its origins in 1901 to its recent 
misfortunes,“ while Charles André of the Crédit agricole du Sud-Est, a 
large institution in the south-east of France around Lyons, has written a 
study of this mutualist society, in a work that alternates between a history 
and book of reminiscences." Jean Rivoire, an engineer employed by the 
Crédit Lyonnais, had developed such a knowledge of the history of his 
bank and secured such free access to some of its archives that he was 
effectively its quasi-official historian before his recent death.“ 

These rather fragmentary studies have been matched by a growing 
trend since the late 1980s towards ‘business history’. Banks have become 
patrons of academic research by sponsoring in-depth corporate histories 
based on free access to archives and the use of oral history. French 
bankers have recognised that history can be a useful tool in identifying 
corporate traditions and cultures which can be used as a source of 
competitive advantage. Some years after the pioneering initiative of 
Saint-Gobain,? the Suez group appointed two historians to work on these 
lines. Bonin studied the history of the Compagnie financière de Suez, the 
holding society of the group, from its origins as the Compagnie universelle 
du canal maritime de Suez in 1858 to the nationalisation of the canal in 
1956, and its subsequent reconversion into a financial group.* Marc 
Meuleau wrote an excellent history of the Banque de l'Indochine, the 
ancestor of the present commercial bank Indosuez, before joining the 
latter as a manager himself.” These studies are based on the intensive use 
of corporate archives, and the authors were permitted free reign to 
describe and criticise the bank's policies. 

A number of further studies by Bonin have followed this method. 
These include a history of a provincial bank of the CIC group, the Société 
bordelaise de crédit, which was anxious to explain its competitive decline 
in the Bordeaux region from the 1960s, and the cultural liabilities and 
assets inherited from its past.? Subsequently its competitor, the Crédit 
agricole de la Gironde, chose the same means to try to understand the 
causes of its rapid growth since the Second World War.” 

The Crédit agricole group has initiated a programme designed to 
reconstitute the history of the national institution (the Caisse nationale de 
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Crédit agricole, which was created in two stages, in 1920 and 1926) and 
of its provincial societies, the so-called ‘caisses régionales’ and ‘caisses 
locales’. In Paris, a research team has been assembled, combining a 
manager from the bank, Christian Bosseno, and archivists, under the 
umbrella of a ‘Mission Histoire’ .* This project has undertaken the gather- 
ing of archives and the collection of interviews with the main actors in the 
history of the Crédit agricole. It has launched long term projects to 
disseminate this history to the employees of the group, to its commercial 
and financial partners, and to its customers. In collaboration with André 
Gueslin, a short publication,” and an exhibition (1991-92) were followed 
in 1994 by a substantial book, considered as a manifesto to celebrate the 
anniversary of the 1894 law which created the ancestors of the group, the 
‘caisses locales’, in every small town of rural France. Several regional 
Crédit agricole societies have followed their group’s initiative and 
sponsored studies of their own history. An example is the Crédit agricole 
de la Gironde, which explores the link between the rhythms of viticulture 
(and sylviculture too) and the evolution of this local bank.* 

The Caisse des dépóts et consignations, the other large national 
specialised institution, specific to the French banking and financial 
system, has also developed a historical unit since the arrival of Robert 
Lion as its general manager in 1982. This explains the creation of the 
History Mission at the Caisse des dépôts,” actively led by Jean-Marie 
Thiveaud. Numerous researchers have contributed to books reconstituting 
the history of this institution or of some of its subsidiaries or activities.* 

The originality of these initiatives in ‘applied history’ is that they try to 
combine objective and academic standards of research with an attempt to 
write in a way which will be accessible to a wider public, especially employ- 
ees and customers of the bank. Banking history thereby secures an access 
to a public which it could never be able to reach by itself. The success of 
this strategy, however, rests on a subtle balance between the requirements 
of the historians' scholarly standards and the desire of the firm to have a 
readable book rather than an academic thesis. 

A positive outcome of this trend towards ‘applied history’ — which the 
French describe as ‘business history’ using the English term — is that 
researchers can gain access to archives which were formally closed to 
them. This is permitting French banking historians to catch up with other 
areas of economic and business history in terms of high-quality publica- 
tions based on original research. In many cases, archives remain open and 
accessible after the initial research contract with the bank has been 
completed.” 

This development explains the importance of the recent partnerships 
established between some banks and some historians. Besides the Société 
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bordelaise de CIC and the Crédit agricole de la Gironde, some other 
provincial banks have shown interest in their history. Instead of publish- 
ing only small public relations-type books, they have opted to collaborate 
with specialists to produce a substantive text. Two members of the CIC 
group, the Lyonnaise de Banque™ and the Crédit Industriel de l'Ouest 
(from Nantes),” have produced hybrid products, somewhere between 
public relations and history. But the Crédit industriel de Normandie 
employed a team of university researchers to get a detailed study of the 
economic, human and architectural history of that Rouen bank since 
1848. This partnership between a bank and a university can be regarded 
as a kind of model.® 

In Paris, the big banks are striving to complete their own historical 
projects. The Crédit lyonnais has opted to leave outside researchers to 
study its history through the provision of access to its archives, although 
its archivist has written two small books somewhere between serious 
history and public relations.* The Crédit commercial de France worked 
with Jean-Pierre Daviet* (Ecole normale supérieure of Cachan) to 
produce a history in order to celebrate in 1994 the centennial of the 
foundation of its predecessor, the Banque suisse et frangaise, as the CCF 
itself was created only in 1917. A research programme has been imple- 
mented also at the Banque nationale de Paris under a contract with Public 
Histoire, an agency specialising in company history? (a translation of the 
American term ‘public history’), headed by the historian Félix Torres. 
Although the main archives of the Comptoir national d’escompte de Paris 
(1848-1966) have disappeared, it was possible to write its history, with an 
emphasis on the Banque nationale de crédit (1913-32), whose archives 
are still in existence, and on the Banque nationale pour le commerce et 
l'industrie (1932—66), for which oral history interviews were employed. 
However the management of the BNP has so far blocked the publication 
of this text, written by several authors. This bank has failed, therefore, to 
celebrate the 25th anniversary of its creation by a merger of CNEP and 
BNCI in 1966. 

While Paribas gathers its archives and assists Bussiére to deepen his 
researches into them, the next bank coming into the ‘market’ of business 
history is the Société générale. After its privatisation in 1987, its chairman 
and vice-chairman decided to give official support to various initiatives to 
gather documents about the history of the banks. An 'Archives-History 
Mission" was established, under the control of the public relations depart- 
ment, which supervises the collection of archives, photographs, and 
objects linked to the day to day life in branches, as well as the organisation 
of, or participation in, exhibitions. This museum programme changed its 
direction at the beginning of the 1990s. The transfer of the central offices 
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of the Société générale from the centre of Paris (next to the Opéra) 
westward to the new business centre of La Défense scheduled for 1995 
required that the archives formerly kept in the old office had to be saved 
from destruction. This explains the activities of the Mission, which were 
designed to persuade staff to preserve the historical archives and to 
despatch them to the Société générale archives deposit at Compiégne, 
north of Paris, and in a new archives centre in Paris itself. 

In the meantime, a large research project on the history of the Société 
générale between 1864 and nationalisation in 1945 has been launched. 
This project, led by Bonin, has involved the location and use of the 
archives, and is expected to lead to the publication of a history of the 
Société générale in two versions: a fully academic text and a shorter, more 
accessible one. A first concrete result has been the publication of a small 
book about the activities of two subsidiaries of the Société générale in 
pre-Revolutionary Russia, the Banque du Nord and the Banque russo- 
asiatique. This study utilised archives confiscated by the Bolsheviks and 
preserved in the Russian state archives at Saint Petersburg." The Crédit 
du Nord has also launched a project on its history which it is hoped will be 
published in 1998 in time for its 150th anniversary. Two specialised 
financial institutions, the Crédit National and the Crédit Foncier de 
France, have also published a number of studies.* 

A number of economists have written on French banks, and their 
studies contain useful information on the recent past. These include 
studies of the banking system,” and its strengths and weaknesses in the 
context of the deregulated financial markets of contemporary Europe.* 
There are studies about banking strategy,” about banking functions, 
institutions and politics, and the influence of banks over the economy;" 
about specialised banks,” the growth of institutional investors,” the inter- 
nationalisation of financial activities? and, more generally, about the 
future of banking. 

In conclusion, it is apparent that the former retardation of French 
banking history is being rapidly overcome. Banking historians are more 
numerous, archives are opening up, and partnerships are being forged 
between banks and university researchers. The history of French banks 
is, asa result, gathering momentum. It can be expected that, by the end of 
this century, a sound empirical base will exist to assess the real contribution 
of banks to French economic growth in the ninteenth and twentieth 
centuries. 
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Book Reviews 


DONALD WOODWARD, Men at Work. Labourers and Building Craftsmen in 
the Towns of Northern England, 1450-1750 (Cambridge: Cambridge University 
Press, 1995. Pp.xv + 315. ISBN 0 521 47246 6, £40). 


Donald Woodward’s excellent study aims to balance with northern evidence the 
urban, south-east material of the Phelps Brown and Hopkins index which has 
hitherto been the main measure of real wages and thus living standards in pre- 
industrial England. Like Phelps Brown and Hopkins’ work, it is based essentially 
on wages paid in the building trades. Lack of records forces Woodward to regret 
the exclusion of Leeds, Liverpool, Manchester, and Sheffield. Their absence may 
colour his work on guilds, and his conclusion that the urban building industry 
showed little signs of impending industrialisation by 1750. Lincoln, which was not 
*beyond the Trent' in William Harrison's Description of England (1587), is, 
perhaps surprisingly (cf. p.7), included. It has, bowever, vital information to 
offer. 

Three chapters are devoted to the organisation of the building industry. 
Probate documents, guild records, and the accounts of builders' customers enable 
some reconstruction of use of materials, tasks, tools, apprenticeship, numbers of 
workmen, and guild control (even labourers formed guilds, though not all their 
work was in building). The family organisation of the trades is reflected in the 
chapter on ‘The life-cycle of building craftsmen’, and the lasting influence of the 
guilds is emphasised. The role of women as labourers was more extensive than in 
the crafts, where freemen’s widows continued their family business. 

Then Woodward turns to living standards: first wage rates and levels; second 
their purchasing power. He skilfully deals with the uncertainties as to the wage- 
earning potential of craftsmen and labourers: the length of the working day, 
week, and year; the value of perquisites; the proportion, 1f any, of wages paid in 
food and drink, by board, or even by treats. 

With these details in mind, reference to runs of wage series year by year for 
each of ten towns for craftsmen and labourers enables Woodward to credit the 
statute of artificers with moderating wage inflation in the later sixteenth century. 
But, he contends, the statute was rarely used after 1600, though, when it was 
operated, assessments were below market rates. The demographic crisis of the 
later 1550s had little effect on wages by affecting the supply of labour, for wages 
had risen earlier in the decade. Local crisis mortality, which reduced the supply of 
labour but also the demand for labour, similarly had little detectable impact on 
wage rates in the short term; 1n the medium term the rise in admissions as freemen 
after a crisis quickly resulted in ‘business as usual’. The hard times of the 1590s 
pushed up wage rates. For the civil war decade, Woodward concludes that wages 
rose to counter the price rises, rather than in response to an increase in the 
demand for labour in war and its aftermath. If the tightening of the labour supply 
after 1660 prevented wage deflation, steady prices also reinforced opposition to 
conceding wage increases, and wages too steadied. 
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Woodward suggests that two wage economies had emerged by the mid- 
seventeenth century. In the east Hull with Beverley, Newcastle, and York con- 
stituted a high wage group, while in the west Carlisle, Chester, and Kendal were a 
low wage group. The low wages at Durham and Lincoln spoil any geographical 
division and he posits that the high-wage towns enjoyed more buoyant economies. 

The detailed town wage series will no doubt become a point of reference. 
Woodward warns that, unlike Brown and Hopkins, he has not spliced together his 
series to form one set of figures (p.169). Perhaps more might have been said in this 
text about the comparability of these figures with other wage series. 

The second aspect of living standards is the assessment of the purchasing 
power of wages 1n the context of the family economy of these craftsmen and 
labourers, and Woodward is alive to the problems of estimating this. His wage 
data is used to calculate the numbers of days craftsmen and labourers needed to 
work in order to buy a basic diet in Lincoln (and, less comprehensively, in Hull). 
The calculation follows the life cycle of the single man who then marries, and has 
children. Data on fuel and rent are also available. The conclusion is that wage 
earners in the north, as in the south-east, suffered a deterioration of real wages in 
the price revolution. 

The book is a careful and penetrating study of new and difficult material, well 
written and presented, a welcome contribution to the fundamental historiography 
of early-modern England. 


University of Manchester C B. PHILLIPS 


JOHN HABAKKUK, Marriage, Debt and the Estates System: English Landowner- 
ship, 1650—1960 (Oxford: Clarendon Press, 1994. Pp.xvii + 785. ISBN 0 19 
820398 5, £65). 


This great work of scholarship, elegant and luad for all its length, is an elaboration 
of Sir John Habakkuk's Ford Lectures of 1985. The reworking has consisted 
chiefly in a more complete apparatus of criticism and the addition of many more 
instances and case studies. The framework has been amended here and there but 
the order and rational construction of his lectures have given Sir John no cause to 
reconsider the line of argument and the textual exegesis that underpropped it. 

In essence, the book sets out to explore certain aspects of the development and 
decline of the landed interest in British social history, aspects such as inheritance, 
marriage and provision for younger sons in an era dominated by great settled 
estates whose concentration upon primogeniture was commonplace by the end of 
the seventeenth century; debt in all its guises as it affected the possession of real 
property; the market for land and the landed estates; and, as a coda to his themes, 
a discussion of the decline of the estate and the system that supported it. 

The themes are closely related to real events; Sir John is so thorough in 
his investigation of what the elements were that little is left to the critic for 
amendment. Thus in the 125 pages on debt and indebtedness not a minor pass is 
avoided, for it clearly is a definitive attempt at resolving the divers problems 
associated with insolvency and illiquidity. For historians of business this elaborate 
and complex disquisition is perhaps the main reason for reading the book, at least 
outside their leisure time. Itis both a rationale and a warning about the incidence 
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and consequence of borrowing. The upshot of Sir John’s lengthy reflections on 
the plight of homo sapiens achrematicus in the context of landed society is to 
disclose how widespread, indeed normal, borrowing on the security of the land 
was by the later eighteenth century. He might have gone further into the subject 
and looked more widely at the significance of the mortgage but for economic 
historians chapter 4 is a major contribution to the debate on monetisation and 
credit. 

The ascendancy and decline of the landlord system are handled very skilfully 
since the themes are woven into the fabric of the specialised discussions to 
illustrate the application of theoretical or abstract concepts to the real world of the 
estate owner; but there is also a superbly controlled overview of the social history 
of landlordism which sums up the meaning of the whole book in a graphic form. 

The work taken as a whole is so well constructed that the reader becomes 
immersed in the vast quantity of detail and gains much more from the experience of 
Rankean comprehensiveness than he loses from the constant need of cross- 
referencing and appraisal of the evidence as conducive to the argument. These are 
not drawbacks so much as challenges to the mental stamina of the reader. The 
pressure on the brain as an organic database is enormous but the resulting 
framework of references created by Sir John’s encyclopaedic techniques is 
securely lodged somewhere in the upper memory and can be retrieved with 
surprising efficiency. This says much for his skill as a writer, for at the hands of 
most historians the plethora of examples set in a ground of theoretical abstraction 
would have caused the reader's brain to misfire. Sir John's greatest gift as a 
historian who traffics in ideas is his ability to hold a firm narrative line. Despite all 
the illustrative material he offers the reader, he tells a clearly presented story. 
This is an attribute long disparaged in the writing of academic monographs, but it 
remains essential for good historiography. 

The book is important for several reasons, not least as the sum of Sir John's 
thoughts on the subject he redefined in the 1930s. His seminal essay in the 
Economic History Review of 1940 set a generation of social historians the new 
task of examining in depth the local, national and in due course international, 
experience of landlordism and the perils and consolations of landownership. That 
his view of the years between the Restoration and the fall of Walpole has been 
modified rather than subverted by this research attests his powers of observation 
and reasoning at a time when little had become available for detailed analysis in 
the new network of Record Offices. This is the masterly summation, interleaved 
with additional evidence, of 60 years of research of the chief begetter of the history 
of aristocracy after the bouleversements of Tawney's Century. 


University of East Anglia BH HOLDERNESS 


JOHN SMAIL, The origins of Middle Class Culture: Halifax, Yorkshire, 1660—1780 
(Ithaca, New York: Cornell University Press, 1995. Pp.xvi + 241; illus.; map. Hb 
ISBN 0 8014 2990 0, £29.99). 


While John Smail has not wntten a conventional business history, this excellent 
study is relevant to anyone interested in the origins of modern business. It is set 
against the backdrop of the transfer of the worsted industry from its East Anglian 
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heartland to Yorkshire and while this process eventually merged with the Industrial 
Revolution it cannot be explained by superior technology. Smail argues that the 
vital factor was the widespread entrepreneurial abilities and market orientation of 
the *middling sort' of the enormous parish of Halifax, a community committed to 
manufacturing: 


The cultural conditions necessary for industrial development need as much 
explanation as the economic conditions. Seen as part of the history of the 
Industrial Revolution, this account of the origins of middle-class culture 
offers an explanation for the origins of ‘industrial culture’, for the world 
view of Halifax’s merchants, manufacturers, and professionals was one in 
which industnalization was possible (pp.232-31). 


He sees nineteenth-century middle-class culture as a merging of many local 
growths, not a national creation. Thus, newly prosperous families like the Hills 
and the Stansfields developed new ways of behaviour appropriate to their sense of 
increasing separation from the bulk of their neighbours in the eighteenth century. 
They used metropolitan and aristocratic models but they took only what they 
liked and adapted even that. Rationality and accountability became the keywords 
in a takeover of their townships’ affairs, even though they still deferred to the 
aristocracy and gentry where deference was earned and where it served their 
interests. Paternalism replaced neighbourliness in their dealings with artisans. 

Davidoff and Hall’s picture of the struggle needed to maintain middle-class life 
among the ‘sleepy villagers’ of Lavenham in Suffolk is used as a contrast at one 
point but an added irony here is that, like Halifax, Lavenham had begun as an 
unchartered town thrusting aside the rules that handicapped urban industry. By 
1750 it had become a quaint survival, and Halifax today seems perilously close to 
the same status. Its wonderful Piece Hall of 1779 was the crowning achievement of 
the public association that furthered the aims of the parish’s new middle class 
while simultaneously reinforcing their sense of identity. Today it is the flagship of 
Halifax's heritage industry, replacing jobs lost in the decline of manufacturing in 
which loss of control and self-awareness by the business community seems a vital 
component. 

My only criticisms are relatively minor. The physical and governmental 
structure of Halifax parish (the biggest in England) was so unusual that the very 
short descriptive section of the introduction seems insufficient to allow readers 
fully to appreciate this very intimate account. The key players also need placing 
more clearly within the web of family and business connections that spanned the 
textile district, and their origins need clarifying. A Stansfield already stood out 
within the parish as a merchant in the fourteenth century, for instance. Also, 
compared to the textile district as a whole, Anglicanism was unusually strong in 
the two townships he pays most attention to, perhaps because Halifax was the 
location of the ancient parish church and Sowerby had one of the few chapels of 
ease. Given his emphasis on the importance of Puritan theology as a defining 
characteristic before the Civil War, the significance of dissent merits more 
consideration. 

A local orientation easily creates parochialism, but Smail avoids this and 
makes an important contribution to analytical methodolgy. Post-modern cultural 
insights and the latest historical work on industrialisation are reconciled very 
successfully with a class-based analysis, producing something that often 
resembles a thoroughly traditonal piece of history. Hard-edged quantification 
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largely gives way to a variety of qualitative sources, and the historian’s judgement is 
what integrates them into a meaningful whole. Very occasionally the evidence 
seems a little weak for the conclusions drawn, but overall it thoroughly vindicates 


the approach. 


University of Leeds S.A. CAUNCE 


MAURICE W. KIRBY and MARY B. ROSE (eds.), Business Enterprise in Modern 
Britain: From the Eighteenth to the Twentieth Century (London: Routledge, 1994. 
Pp.xii + 378. ISBN 0 415 11559 0, £15.99). 


This is an important book for both teachers and students. For those teaching or 
studying a course on ‘business history’ the choice of textbooks has been problem- 
atic in recent years. Pollard’s seminal Genesis of Modern Mangement has long 
been out of print in paperback and in any case stopped in the mid-nineteenth 
century, far too early to cover most courses. Les Hannah’s Rise of the Corporate 
Economy complemented Pollard’s volume nicely, as it took off where Pollard’s 
was coming in to land. Unfortunately that, despite a second edition, is now 
looking rather dated and I am not aware of plans for a fresh version. Peter Payne’s 
little work on British Enterpreneurship in the Nineteenth Century, though an 
excellent vignette, is both subject- and period-constrained. Barry Supple's book 
of essays is a fine example of case studies but a context is needed in which the 
student can place these. Some have tried Dintenfass’s masterly essay The Decline 
of Industrial Britain as a replacement, but for my tastes — and those of my students 
— it is not quite 'business' enough and more like economic history. Christopher 
Schmitz's recent comparative volume on the rise of big business in the USA and 
Europe, though valuable reading on the topic, 1s too narrowly focused and covers 
some areas too rapidly. So there is undoubtedly a gap in the market which Kirby 
and Rose aim to fill. How well do they do it? 

They do it very well. The book covers a long time period, from the late- 
eighteenth century to the 1990s in 13 chapters, divided on thematic lines, broadly 
five on the industrial revolution period and eight on the late-nineteenth and 
twentieth centuries. There are ten different authors, all well known in the field. 
Each chapter is a more than competent summary of the current state of knowledge 
on its theme and is often enlightened by recent research carried out by the author. 
The style is clear and accessible and students are able to follow up additional 
reading via the extensive list of authorities given at the end of each chapter. 

There are a number of criticisms and these concern mostly the extent to which 
the editors have brought their contributors into line to create a comprehensive 
text book rather than a series of author-driven essays. If the aim was to cover the 
main areas of interest to business historians over the whole period from about 
1780 then they have been only partly successful. Take the financing of business, a 
pretty important aspect by any standards. There is an excellent chapter on this 
topic by Pat Hudson for the period to 1850 but the equivalent chapter in the 
second section of the book deals with the growth of firm size and scale in retail 
banking and even then only to 1914. The debate about how far British financial 
institutions served the needs of British business is dismissed in a couple of pages. 
Collins exonerates the City from blame, suggesting business demand for large 
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loans simply did not exist. More naively, he suggests that if British business 
wished to borrow, the service would have been provided since the markets were 
‘largely competitive’ and ‘profit-seeking banks would have taken steps to meet 
the demand’. This makes all sorts of assumptions about the objectives of these 
firms, assumes markets can never go wrong, and ignores his own findings later 
in the chapter that the trend was to less competition and, by 1914, oligopoly. 
However the main complaint is that there is no follow through from Hudson’s 
chapter on how British business was financed after 1850. 

Criticisms on sumilar lines can be levelled at the tempora! coverage of some of 
the other chapters. Why did Oliver Westell’s excellent chapter, effectively on 
marketing and competition, stop at 1914? Surely the period afterwards is just as 
important? Similarly, although it is clear why no chapter was needed on multi- 
nationals before 1850, it is a shame that Mary Rose did not extend her study of 
family firms beyond 1914, especially as the blurb stresses that there is a ‘shift away 
from the Chandlerian interpretations of business’, and hence presumably not 
ignoring family firms in the twentieth century. Helen Mercer’s chapter on the role 
of the state in business appears to be too narrowly focused, but in fact is mistitled 
for, although it claims to cover only ‘since 1945’, nearly a third of it is on the late- 
nineteenth century and inter-war period. 

So, to summarise, this is a very valuable addition to the business history text- 
book collection. I shail adopt it for my course. The essays are accessible to 
students, up to date and thoughtful. They will gain much from them — as did this 
reviewer. There are criticisms, largely of what is not covered but then it might 
become too large and too expensive. Would two volumes be on the cards for the 
enlarged second edition? 


Thames Valley University JOHN ARMSTRONG 


LORI ANN LOEB, Consuming Angels: Advertsing and Victorian Women (Oxford: 
Oxford University Press, 1994. Pp.xii + 224; illus. ISBN 0 19 50896 5, £22.50). 


Advertisements are multivalent historical documents, with different meanings for 
diverse groups of histonans. While business historians have tended to concentrate 
their discussions primarily on the commercial purposes and context of publicity 
material, cultural historians have taken a very different approach. Loeb makes it 
clear from the outset that her analysis fits into the latter camp, pointing to the late 
Victorian advertisement as a potent source of evidence for the cultural trans- 
formation of that society. This period, she argues, saw the replacement of a 
middle-class culture centred on a puritanical beliefin thrift, self-help and diligence 
by one which emphasised hedonism, the pursuit of pleasure and a democracy of 
material possessions to go alongside the political democracy which had been won 
earlier in the century. This new cultural direction is traced and illuminated through 
the study of Victorian advertisements, which provide an iconography for this 
changing orientation — providing not a simple reflection of reality but an idealised 
fantasy of life as it ought to be. Indeed, a central argument of this book is that 
advertisements, by reflecting reality in this way, can offer new insights which 
enhance our understanding of Victorian society and culture. 

This general thesis is developed by examining the changing nature of com- 
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mercial publicity material which expressed different themes central to Victorian 
advertising. Extensive descriptions of individual advertisements are accompanied 
by numerous illustrations. The focus here is on the images alone; we learn little of 
the circumstances of their production, the extent of their audiences, or their 
commercial success. Each image is presented as having a single meaning, which 
reflects the changing cultural milieu from which it emerged. This approach is at its 
strongest in the earlier chapters, which focus on commercial interpretations of 
domestic ideology, ideas of progress, the depiction of heroic figures, and the uses 
of anxiety. In later sections, which deal with ideals of community and issues of 
social emulation, the text begins to lose its direction and analytical focus. Alterna- 
tive readings of the images beckon, and the constraints of an approach based on 
monolithic interpretations and the separation of the images of advertising from 
the context of their production begin to emerge. Although the introduction tells 
us that Loeb based her study on ‘a qualitative and quantitative examination of 
250,000 advertisements’ (p.viii), and she presents her individual examples as 
representatives of general trends, nowhere are we offered any statistical evidence 
to support the assertions. Since the close analysis of specific examples necessarily 
restricts the volume of material which can be included, more effort to establish the 
representative nature of the material chosen would have added weight to the 
argument. Instead the centrality of the themes which Loeb has chosen to address 
must be taken on trust. 

Although this use of advertisements as historical texts through which cultural 
ideals can be explored and dissected differs significantly from the type of 
approach familiar to business historians, it contributes a useful analytical frame- 
work within which to place the diverse images with which we are presented. The 
focus on British material is particularly to be welcomed in a field which has been 
dominated by studies of the North American experience. Ultimately, however, 
this book fails to achieve what its early chapters promise, especially in its 
treatment of the gendered nature of both advertisements and their intended 
audience. It nevertheless offers a thought-provoking alternative perspective on 
material which has long been of interest to business historians, and deserves an 
audience among those interested in exploring how the cultural and commercial 
history of advertising can both complement and contribute to each other. 


University of Leicester SALLY M HORROCKS 


V. MARKHAM LESTER, Victorian Insolvency: Bankruptcy, Imprisonment for 
Debtand Company Winding-up in Nineteenth-Century England. (Oxford: Oxford 
University Press, 1995. Pp.xii + 354. ISBN 0 19 820518 X, £40). 


It is a testimony to the thoroughness of Victorian legislators that the 1883 Bank- 
ruptcy Act remained the bankruptcy law of England and Wales, until the arrival 
of the Insolvency Acts in 1985—86, and even then the intent of the founding 
legislation was preserved. This latest addition to the Oxford Historical Monograph 
series is a most thorough and scholarly study of insolvency in the Victorian era, 
and represents a lasting contribution to the literature on the casualities of business 
activity. Drawing on a great range of sources, it is very well written and impeccably 
presented. The legal, financial and administrative aspects of insolvency in the 
nineteenth century are thoroughly explored. 
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While the basic principles of insolvency had been established well before 1800, 
that is, the rateable distribution of assets to the creditors and the discharge of the 
worthy bankrupt, the growing number of bankruptcies prompted a succession of 
enquiries in the early decades of the century, each looking at the problems of how 
to administer the results of business failure. Two approaches were extensively 
debated, then legislated for and duly implemented, and the lucid account of this 
process in the early chapters brings to mind aspects of more recent debates as to 
the merits or otherwise of government intervention. Following the classic Victorian 
recipe of setting up a commission or committee to inquire into the facts and 
recommend action, the early legislation took the interventionist route with the 
passage of Lord Brougham’s Act of 1831. Under this version of ‘officialism’ the 
courts would manage a bankrupt estate by appointing an official assignee, and this 
‘impartal umpire’, rather than the creditors, would be responsible for the collection 
and fair distribution of any assets. Almost as soon as the new procedure was in 
place its critics, drawn from the growing number of professional associations, 
pleaded the greater effectiveness and cheapness of creditor-managed administra- 
tion. The retreat from 'officialism' produced the Bankruptcy Act of 1869, but 
within a few years the view was widely beld that leaving the handling of bankruptcy 
to creditors served the interests of larger creditors but failed totally to protect the 
interests of small sufferers. The Act of 1883 represented the final victory of 
‘officialism’, enthusiastically promoted by Joseph Chamberlain and the Board of 
Trade, and soon it was responsible for one of the largest items of government 
expenditure. A further chapter covers the evolution of the debate surrounding 
the arrival of joint stock companies after 1844 and the associated need for 
accompanying legislation for dealing with failures in this form of organisation. 

The final part provides an interesting analysis of various aspects of insolvency 
levels in the latter part of the century. With a cautionary word about the deficiencies 
of available statistics, especially the distorting effect of large losses which cannot 
be separated out within the aggregate figures, some interesting conclusions are 
given; in some trades insolvency was dealt with outside the established system; 
different occupations displayed varying levels of failure; a sample of cities displayed 
different bankruptcy rates, probably related to the makeup of the occupational 
pool; and while intuition might suggest that bankruptcy would be closely related 
to the trade cycle, the analysis failed to yield such an easy conclusion, with other 
factors, especially the size of firms being the most likely powerful influence. 

There is a great deal here for anyone with an interest in the Victorian era 
generally, for legal and government historians, and for students of the capital 
market and particularly business historians. A carefully prepared statistical 
appendix, a detailed bibliography and index round off an invaluable contribution. 


University of Liverpool W A THOMAS 


ANNE J KERSHEN, Uniting the Tailors: Trade Unionism Amongst the Tailors of 
London and Leeds, 1870—1939 (London: Frank Cass, 1995. Pp.xxii + 226; illus. 
Hb ISBN 0 7146 4596 6, £32.50; pb ISBN 0 7146 4145 6, £16). 


The history of the British clothing industry is not very well developed. Considering 
the vast army of researchers focusing on the textiles industry, relatively little is 
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known about the firms and processes which turned the woollens and worsteds into 
final consumer goods. Any contribution is, therefore, welcome and this one 
particularly so, with its primary concern being the study of the origins of the 
United Garment Workers’ Trade Union. The book is squarely based on an 
impressive array of original research. This is organised into six chapters. The first 
seeks to explain the early development of the industry and why, by the 1880s, 
garment production was becoming concentrated in Leeds and London’s East 
End. The by now conventional view that sub-division preceded mechanisation is 
reinforced here. The next two chapters concentrate on the rapid emergence of the 
wholesale clothing industry in Leeds from the late 1860s and the rise of tailoring 
trades unions there. The growth of big clothing factories such as Barran’s, Black- 
burns and, eventually, Burton’s is fairly well charted by now, but the author 
shows how these large factories co-existed with, and depended on the smaller 
workshops in Leeds. Chapters four and five turn to the London garment industry. 
The broad divisions between East End and West End, Jew and Gentile are 
touched on, but what is really distinctive about these chapters is the emphasis on 
the role of the nascent ladies’ tailoring trade. Morris Cohen, a Jewish immigrant, 
claimed to have introduced mantle (dress)-making into Britain, and the Jewish 
workshops in London's East End dominated the industry by the 1920s. Some 
grew to sizeable firms by the 1950s and 1960s. What is so intriguing is the intimate 
connections between those successor firms and Morris Cohen. 

The description of the clothing industry development in the two centres is 
a backdrop to the principal focus of the book: the long path of organising the 
workforce into one national union. Workers were divided along the lines of craft, 
gender and race. Overcoming mutual mistrust, and within such a heterogeneous 
industry, to form the national union was indeed a significant, if overlooked, event 
in British labour history. The final chapter draws together the threads of this story 
and extends it up to 1939, by which time the United Garment Workers’ Trade 
Union had become the National Union of Tailors and Garment Workers. 

The author has succeeded in bringing together a vast amount of disparate 
material, which is incorporated into a strong narrative with a lot which is new. For 
that she is to be congratulated. However, the book would have been improved 
with a stronger conceptual framework and wider consultation of secondary sources. 
These caveats aside, the book will provide essential reading for all interested in 
the history of the British clothing industry. 


University of Reading ANDREW GODLEY 


JOHN BENSON, The Rise of Consumer Society in Britain, 1880-1980 (London: 
Longman, 1994. Pp.viii + 245. ISBN 0 582 07288 3, £11.99). 


Although the publication in 1960 of Walt Rostow's book, The Stages of Economic 
Growth, sparked off a lengthy debate about the process of industrialisation, most 
discussion centred on his notions of the take-off and its pre-conditions. The final 
phase in his growth model, the age of high mass consumption, was largely taken for 
granted and only relatively recently has attention turned to issues of consumption. 
It is immediately evident from Professor Benson's survey that here is a field with 
equal potential for controversy, not least between those who believe that consumer 
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sovereignty maximises economic efficiency and those who see it as a device for 
perpetuating inequality. There is little agreement either as to what a consumer 
society actually is and when — even if — Britain became one, although it does 
appear that we have moved to more flexible patterns of consumption unforeseen 
by Rostow. 

Armed with an enviable grasp of the burgeoning literature, Benson sets out to 
survey the causes, course, and consequences of changing patterns of personal 
expenditure. Two preliminary chapters on supply and demand are followed by 
three on specific themes, shopping, tourism, and sport. Each is similarly structured, 
dealing first with general trends which are then examined in the context of different 
social classes and of specific categories of consumer, the elderly, adolescents, and 
women. Part two addresses the complex relationships between consumerism and 
national identity, youth culture, women, and class. Thus the treatment is not 
comprehensive. There is nothing, for example, on commodity consumerism, and 
very little direct discussion of manufacturers or entrepreneurs: in this sense, 
therefore, the book will perhaps be of limited appeal to business historians. 

It is not always easy to sort out how far the social changes Benson describes, for 
example the defusion of class tensions, were the product of common patterns of 
consumption, and how far they were due to concurrent changes in the economy, 
at the workplace, or in educational provision. There are also formidable gaps in 
the evidence and some discussions, particularly those concerning the composi- 
tion of football crowds, middle-class gambling habits and tourism, leap quite 
dramatically from the late nineteenth century to the present day, glossing over 
intervening developments. Nevertheless, the issues are carefully set out and the 
judgements are judicious, effectively bringing out consumerism's ambivalent 
effects. For instance, while the ability of a post-war working-class youth to dress 
in fashions similar to those of his middle-class counterpart removed one of the 
more obvious marks of class, the ways in which the clothes were paid for (cash or 
mail order as against credit card) and the outlets at which they were purchased 
(Debenhams rather than Harrods) worked in the opposite direction. Similarly, 
Benson concludes that while consumption offered women new economic power 
and opportunities for enhanced social status, it did so within limits that reinforced 
their traditional conventional role — advance but not emancipation. These two 
examples alone indicate that readers of this book will find it an excellent and 
thought provoking introduction, not only to consumerism but also to other 
central features of British social history. 


The Queen’s University, Belfast KENNETH D. BROWN 


ROBERT MILLWARD and JOHN SINGLETON (eds.), The Political Economy of 
Nationalisation in Britain, 1920—30 (Cambridge: Cambridge University Press, 
1995. Pp.xii + 325. ISBN 0 521 45096 9, £35). 


The central question asked by this book is why nationalisation in Britain took the 
shape it did in the 1940s, when approximately 20 per cent of the economy came into 
public ownership. The issue focused upon here is why nationalisation embraced 
the sectors it did — coal, railways, iron and steel, electricity, airlines, and so on — 
and not other parts of the economy, most notably, apart from iron and steel, the 
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manufacturing sector. Most of the book is taken up with chapters on individual 
industries, and the debate about the applicability of nationalisation to them. The 
editors provide three chapters which seek to draw together these individual 
histories into an overall understanding of the scope of nationalisation. 

The great merit of the book is to locate nationalisation in debates about 
industrial organisation and efficiency rather than a wholly politicised context. 
Nationalisation is seen in large part as a development of long-standing arguments 
about how to secure efficiency in industries commonly characterised as operating 
on too small a scale, and/or with too little investment. Most of the industries 
nationalised in the 1940s had been subject to long-term regulation by government, 
but this was widely held to have failed to raise their efficiency sufficiently. This 
failure was exacerbated by the deterioration in their productive capacity in the 
war. Nationalisation may, then, be seen to a substantial extent as a means to 
rationalise industries where previous forms of intervention had failed. Public 
ownership was deemed necessary in the face of the recalcitrance of private owners 
in putting their own houses in order. 

Such arguments lead on to the question, why was the same solution not applied 
to other industries such as cotton and cars, also widely deemed to have made 
inadequate progress in adopting large-scale production. The response given here 
is that whilst the Attlee government recognised the weaknesses of such industries, 
it also desperately needed the industries’ production to feed the export drive. 
Nationalisation would have fatally undermined the co-operation with the owners 
of the industries deemed necessary to achieve that objechve. (Trade unions in 
these industries were also less than enthusiastic supporters of public ownership.) 

This perspective on nationalisation has a number of advantages. First, it 
emphasises the extent to which efficiency issues dominated Labour's agenda 
under Attlee. This point is important, given that historians have traditionally too 
readily accepted the characterisation of Labour’s past as dominated by issues of 
distribution rather than production. 

Second, it brings out the very specific notions of the sources of efficiency 
prevalent at the time. From at least the time of the ‘rationalisation’ movement of 
the 1920s there grew a consensus across the political parties that the failings of 
British industry flowed from the small scale of its operations and failure to secure 
American-style mass production. This was coupled to a distrust of competition as 
a source of efficiency, again a view prevalent across the political spectrum. The 
Conservatives, it should be emphasised, were only beginning to reserve their anti- 
competitive and protectionist stance of the inter-war years in the 1940s. Within 
the Labour Party there was some recognition of the potential benefits of com- 
petition, for example, in discussion of the car industry, and some stirring of 
opposition to monopolies evident in the Monopolies Act of 1948. But Labour by 
and large saw efficiency in ‘productionist’ terms, and not as related to market 


pressures. 

Third, the focus on the peculiarities of the scope of nationalisation in the 1940s 
brings out how far ‘network’ industries with the well-established properties, in 
economists’ terms, of natural monopoly and externalities, were at the centre of 
the nationalisation process. These industries, in transport, fuel and communi- 
cations, it should be noted, were commonly nationalised in many other western 
European countries at around this time. Nationalisation seemed an ‘obvious’ 
response to their technical characteristics, which have, except in telecommuni- 
cations, largely remained the same in essentials down to the present day. This 
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‘technocratic’ aspect to nationalisation is brought out by the extent to which non- 
political, expert committees of the 1940s supported public ownership on efficiency 
grounds. 

Any book covering as much ground as this one does can be criticised. For 
example, there is no discussion of the Attlee government’s failure to nationalise a 
significant part of the financial system, except the largely symbolic public owner- 
ship of the Bank of England. Equally, there is no recognition of the extent to 
which Labour proponents of nationalisation like Herbert Morrison genuinely 
believed public ownership would unleash a co-operative spirit in industry which 
would greatly enhance efficiency. But to make these points is not so much to 
criticise this book as to emphasise how its approach opens up a whole range of 
issues about nationalisation, and thus will hopefully stimulate a new literature in 
this area which has for so long appeared sterile and uninteresting. 


Brunel University JIM TOMLINSON 


TOM DONNELLY, The Aberdeen Granite Industry (Aberdeen: Centre for Scottish 
Studies, University of Aberdeen, 1994. Pp.vii + 186; illus. ISBN 0 906265 18 5, 
£9.50). 


Any visitor to Aberdeen is struck by the almost universal use of granite as a 
building material. However, it was not until the middle of the eighteenth century 
that this hardest of all building stones began to be commercially extracted — 
buildings before then were usually constructed from loose boulders gathered in 
the course of agricultural improvement — and it was not until c.1830 that the 
industry came of age. 

Professor Donnelly describes an industry whose history was dominated by 
the problem of how to extract, transport and cut such a heavy and intractable 
material. There were, in fact, two quite distinct sectors: quarrying (which also 
included the shaping of paving setts, kerbstones and building stone) and the 
manufacturing of decorative and monumental masonry. The railway allowed the 
quarrymasters, as surface deposits in and around Aberdeen ran out, to open up 
new quarries away from the city. Improvements in blasting, in splitting techniques 
and in hoisting stone to the surface made it possible to meet growing, if erratic, 
demand. Despite a fairly impressive technological performance, mainly achieved 
by the quarrymasters themselves and Aberdeen engineering firms, the actual 
shaping of the stone continued to be done by hand and only the largest firm had 
the full range of equipment. Similarly, manufacturing, which was located in the 
east end of Aberdeen, developed a range of machines and processes for cutting 
and polishing, though most firms continued to depend on hand tools. As the 
author demonstrates, entry into both sections was easy since relatively little 
capital was required to start up. The majority of quarrymasters and manufacturers, 
therefore, rose from the ranks of local masons, builders and cutters and with a few 
exceptions the industry was dominated by small firms. At its peak just after 1900 
there were 60 quarries employing 2,000 workers between them and 90 or so 
manufacturing firms with a similar number of employees. 

In explaining the rise and fall of the industry, however, the author places 
particular emphasis on the changing demands for granite. The most important 
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single outlet was Aberdeen itself, but about half of all output went to London, and 
ports along the east coast, while from the late 1860s increasingly large numbers of 
tombstones were exported to the USA. The collapse of the last outlet in 1890 had 
a greater impact than ever on the Aberdeen building industry, which itself was 
badly hit from 1908 onwards as a result of economic depression and heavy 
emigration. It was the exhaustion of workable deposits of granite and increasing 
foreign competition, however, which were largely responsible for the industry's 
demise. 

This is a remarkably thorough and well-organised history which is firmly based 
on a remarkable variety of sources, including business records and interviews 
made in 1970 with those who had worked in the industry in its heyday. More 
comparisons might have been made with other industries, such as Welsh slate 
quarrying. For example, how did wages for work that was so arduous that 
conscientious objectors in the First World War were sent as a punishment to the 
Aberdeenshire quarries compare with those elsewhere? It would also have been 
useful to have bad something on the industry's contribution to the economy of the 
region. These omissions, however, should not detract from what is the first 
scholarly account of a small but fascinating industry. 


University of Aberdeen R E. TYSON 


EDWIN S. HUNT, The Medieval Super-Companies: A Study of the Peruzzi y 
of Florence (Cambridge: Cambridge University Press, 1994. Pp.x + 291. ISBN 0 
521 46156 1, £35). 


The Florentine super-companies of Peruzzi, Bardi and Acciaiuoli, prominent in 
the early fourteenth century, were huge organisations compared to most other 
medieval enterprises. Primarily engaged in international commodity trade, they 
were also involved in banking and manufacturing and maintained an extensive 
network of factors and agents in north-western Europe and throughout the 
Mediterranean. They frequently participated in the business affairs of city govern- 
ments, monarchs and the papacy, their collapse in the 1340s being traditionally 
associated with large loans made to the English crown. This fascinating study 
examines the rise and fall of the second largest of these companies, that of the 
Peruzzi family, in an age in which political influence was just as important as 
commercial aptitude if an enterprise was to survive and prosper. 

The Peruzzis had been active in Florentine business circles since the twelfth 
century, but super-company status was apparently achieved only in 1300 when 
two brothers, Arnoldo and Filippo, persuaded a number of wealthy Florentines 
to subscribe 40 per cent of the capital in an enlarged and reorganised family 
company. According to Hunt, such a recapitalisation was necessary if the firm was 
to trade in commodities on a scale large enough to support the extensive branch 
network that underpinned its competitive advantage. 

The relationship between family, company, and capital accumulation is explored 
in Part I of this book, although the bulk of the early chapters are concerned with 
the operational characteristics of the giant concern. Hunt provides a graphic 
account of a trading environment characterised by gross uncertainty and he is 
particularly informative about the ways in which the Peruzzis, and others, sought 
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to minimise the problems they faced when marketing grain, wool and textiles. A 
search for rents in the form of monopolies and other privileges was a popular 
response, as was the desire to minimise fixed costs and sub-contract whenever 
possible. In certain geographical areas, however, especially where political 
influence was important, the Peruzzis preferred to open branches rather than 
contract with agents, notwithstanding the difficulties of controlling managers at a 
distance. Hunt maintains that careful staff selection and training, good pay, and 
the introduction of relatively sophisticated control mechanisms, including a quite 
innovatory accounting system that he describes in some detail, helped to limit 
discretionary behaviour. Even so, the occasional deathbed confession suggests 
that there was still considerable scope for managerial malfeasance! 

Part II considers the performance of the company between 1300 and its 
ultimate collapse in 1343. A system akin to terminable joint stocks was employed, 
and the early Peruzzi companies proved to be quite profitable, that operating 
between 1308 and 1310 returning a ‘handsome dividend’ of 40 per cent. Hunt 
attributes profitability to a combination of good management in an era of relative 
peace, although it seems that the real key to success was the ability of the Peruzzis 
to monopolise Neapolitan grain exports in return for loans to successive Kings of 
Naples. The network established to handle this trade provided valuable economies 
of scope, with the company becoming heavily involved in trading wool and textiles, 
leading inexorably to business with church and crown in England. From 1325 
onwards business began to decline, adversely affected by the inept management 
of Florentine political affairs and changes to the structure of trade that saw 
Margins squeezed on both cloth and grain. Particularly serious were the actions of 
King Robert of Naples, who now appropriated monopoly profits on grain by 
raising taxes on exports and contracting directly with local governments which 
sought to provide grain for the poor in an era of poor harvests. 

By the late 13303, the company was incapable of running at a profit, a 
situation that Hunt believes might have been remedied by more active manage- 
ment. Yet this seems unlikely. The problems encountered in managing the loan to 
the English crown, the transfer of most papal business from Florence to Sienna, 
and the political rift with Naples that led to a withdrawal of Neapolitan deposits 
from the Florentine super-companies, were factors that also contributed to the 
bankruptcy of the Bardi, the largest and most powerful of the three Florentine 
concerns. 

This is a super book about super-companies, with the author providing an 
informed, well argued, and highly readable account of the Peruzzis. He deals with 
the interaction of political and economic affairs particularly well, quite an 
achievement for someone whose grasp of transaction cost economics appears to 
be limited and who apparently is blissfully unaware of the growing literature 
concerning the operations and management of early multinational enterprises. It 
18 refreshing to read a work that is almost entirely jargon-free although one feels 
that had Hunt made greater use of the economists’ toolbox, he might well have 
concluded that the emergence of the super-companies was prompted by the desire 
of their founders to capture large monopoly rents. Whether there were efficiency 
gains to be had by channelling high-volume commodity trade through a hierarchy 
rather than a market seems unlikely in a medieval world where information and 
control systems were still in their infancy. 


University of Auckland S R.H. JONES 
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REED G. GEIGER, Planning the French Canals: Bureaucracy, Politics and Enter- 
prise under the Restoration (Newark: University of Delaware Press, 1994. Pp.338. 
ISBN 0 874 13527 3, £32.50). 


A searching analysis of the ambitious programme of canal construction, largely 
conceived and executed between 1820 and 1850, provides Geiger with the material 
not only to supplement the historiography of French transport development, 
which hitherto has neglected inland waterways, but also to continue the revision, 
begun some years ago, of French economic performance and policy. The driving 
force behind the scheme to complete a nationwide network of canals, which had 
Revolutionary antecedents, was François Becquey, Director of the French Bureau 
des Ponts et Chausées from the second decade of the nineteenth century. Geiger’s 
admirably clear account of the course of Becquey’s proposals through a range of 
governmental and financial hurdles to the implementation of Acts of Parliament 
in 1821 and 1822, reveals the hero’s tireless struggle in the face of the irksome 
combination of apathy and opposition. The episode also tells us much about the 
complexity of French political structure and decision-making processes, as well 
as the nature and influence of the banking sector. The outcome of Becquey’s 
labyrinthine financial and political negotiations, through which he was supported 
by his coterie of young dissident members of the engineering elite, was a much 
modified role for the state in the execution of his plan. His initial commitment to 
private enterprise and funding was relinquished, firstly to a compromise ‘mixed’ 
business form, but ultimately to one located in statism. Only in France, among 
comparable economic powers, was central government so heavily responsible for 
the financing of a canal network. 

The costs of fulfilling Becquey’s dream were allegedly far greater than the 
direct measurable benefits, and his programme has been much criticised sub- 
sequently. Geiger, however, is clearly at pains to establish the positive features of 
this example of large-scale planning and construction, both in terms of its value as 
a provider of transport services and in the way in which it informs debates on 
French public policy, economic liberalism and relative economic performance. 
Although Geiger’s intentions are entirely worthy in this respect, his success in 
developing a positive interpretation of a much-maligned episode of transport 
history is more pronounced than his attempt to create a wider economic signi- 
ficance for it. Geiger is right to challenge the notion of French economic backward- 
ness, yet he fails to establish the links between his case study and the wider economic 
picture sufficiently clearly. This is not surprising, given the emphasis placed in this 
work on political and ideological issues; yet for economic and business historians 
in particualr, the promise of the early chapters is not unequivocally fulfilled. 

The interdisciplinarity of this study is both refreshing and tantalising. Geiger 
explores a range of technical issues with apparent facility and clarifies the 
mechanisms by which the variety of relevant processes interact, yet some features, 
such as the organisation of business, inevitably receive less attention. This book, 
like its subject, is founded on a grand vision, yet its outcome like that of its 
subject, while valuable and the result of many years consistent effort, is a little 
more modest than promised. 


University of Leeds KATRINA HONEYMAN 
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WILFRIED FELDENKIRCHEN, Werner von Siemens, Inventor and International 
Entrepreneur (Colombus: Ohio State University Press, 1994, c.1992. Pp.xxv + 
202; illus. maps. Pb ISBN 0 8142 0659 X, $12.50). 


Wilfried Feldenkirchen’s well-written book on Werner von Siemens (1816—92) is 
the first in a three-volume history of the Siemens corporation. This first volume 
deals primarily with Werner von Siemens as a businessman. Feldenkirchen gives 
an account of von Siemens' life set against the background of the creation of 
Germany as a nation state. Werner von Siemens is at the nucleus of the family. He 
is founder of a company in which kinship ties dominated its early history and 
lasted throughout the nineteenth century. Feldenkirchen describes the strategic 
orientation. He therefore supplements existing publications on von Siemens' role 
as inventor and the early history of the firm. Feldenkirchen places the Siemens 
corporation against the background of industrialisation in Germany and the 
development of international business strategy. 

After giving a brief overview of the German economy from 1800 until 1913, 
Feldenkirchen provides a chronological account of the life of Werner von Siemens 
and the Siemens corporation. He sketches the family and social background of 
Werner, his training as a Prussian officer, and as an engineer and a scientist. 
While still in the Prussian army he founded Siemens & Halske in 1847, with John 
George Halske. From the start von Siemens included his brothers in his business 
plans. Wilhelm started a subsidiary in England, while Cari established an operation 
in Russia. The entrepreneurial activities are described in two chapters, including 
the initial inability of von Siemens to counter the growing competition of AEG. 
Feldenkirchen concludes this volume with an appraisal of von Siemens as a 
businessman in the years before 1913. 

Feldenkirchen used a wide range of archival records, including memoirs and 
early biographies of key people. In addition, he had access to the Siemens archive 
which contain thousands of letters written by Werner von Siemens. This may 
partly explain the emphasis on Werner von Siemens, with little attention given to 
the role of either Halske or the other Seimens brothers in shaping of the Siemens 
strategy. Generally, the book gives an excellent survey of the way the brothers 
dealt with technological and economic decisions and how they built their successive 
companies. However, the book displays one of the pitfalls of company histories. 
It assumes that the firm's success was always the result of the wise decisions made 
in the past, thereby sustaining the image of the Schumpeterian entrepreneur. Yet 
we can only call decisions strategic that contribute to the success of the company; 
with hindsight, many were made by chance. 

In the American preface, Werner von Siemens is compared with such con- 
temporaries as Andrew Carnegie and John D. Rockefeller. I would rather 
compare von Siemens with figures such as Thomas Edison and Elmer Sperry. 
These figures are analysed by Thomas Hughes as designer-entrepreneurs, who 
have created technological, economical and political systems to guarantee success 
for their innovations and their organisations. Von Siemens fits this profile. 
Feldenkirchen explains how Werner von Siemens was influenced by and could 
make use of a changing political and economical climate. By placing Werner von 
Siemens and his company in an appropriate contextual background, the book 
forms a welcome addition to other company histories. It offers wonderful 
insights into the world of Siemens and to the early years of the Siemens cor- 
poration. Feldenkirchen demonstrates the interrelationship between context, 
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business history and technology, although his treatment of the theoretical 
ramifications is limited. In several places he demonstrates that Siemens could be 
explored in a wider theoretical and business historical background, but this falls 
beyond the scope of this book. 


Erasmus University, Rotterdam DIRK DE WIT 


MANFRED PIX (ed.), Zeitschrift für Bayerische Sparkassen-Geschichte Vols. 1-8 
(Wolnzach: Verlag Wolnzacher Anzeiger E. Kastner, 1987-94. Ilus. ISSN 0932- 
1691, no price given). 


This annual journal represents one of the fruits of a project which commenced in 
1981, when Manfred Pix, Director of the Sparkasse in Neustadt a.d. Aisch, and 
Josef Wysocki of the University of Salzburg, established a research group, with 
regular workshops and a newsletter, to explore the history of savings banks. The 
workshops were transformed into conferences from 1985 and the newsletter into 
this journal. The eight volumes published so far contain papers given at 16 
conferences since 1985, plus summary reports of these conferences and a small 
number of book reviews. The organisation of the contents of each volume is 
rather idiosyncratic. Each volume has been given a theme, but most volumes 
contain paper from several conferences often with different themes. Volume 5 
(1991), for instance, contains papers given at four different conferences between 
1987 and 1989. 

In practice this does not matter. The focus of most contributions is on 
Germany between the late eighteenth and early twentieth century, with an 
emphasis on Bavaria. As might be expected, there are a number of accounts of the 
histories of individual savings institutions. Within this focus, however, there is a 
range of topics which extends the scope of the journal beyond the traditional 
parameters of Landesgeschichte. Volume 7 (1993), for example, examines the 
development of the concept of thrift through schoo] savings clubs, through 
children's literature, through the education of the German catholic clergy, and — 
in an excellent short piece by Dieter Richter — through the changing portrayal of 
money in German fairy tales. Elsewhere there are papers (Reith and Tenfelde in 
Volume 6, 1992) explaining why journeymen craftsmen were relatively low savers, 
and why female domestic servants had a high propensity to use savings banks in 
the second half of the nineteenth century. There are papers (in Volume 4, 1990) 
on the development of the German co-operative movement through the work of 
Raffeisen and Schulze-Delitsch, and a lengthy piece by Rolf Caesar (in Volume 5, 
1991) on the relative importance of savings banks to German war finance, 1914-18, 
illustrating their shift from mortgage lending to investment in public securities in 
these years. Volume 3 (1989) contains some interesting essays on the role of 
savings in state social policy and in the efforts of bourgeois social reformers in the 
nineteenth century, while Volume 8 (1991), focusing on Bavaria, contains articles 
on poor relief and vagrancy, pilgrimage sites and the credit provision of religious 
orders, usury and credit 1700-1850, and municipal credit and industrialisation to 
1933. 

A journal ostensibly devoted to the history of Bavarian savings banks might 
not appear promising fodder to the Anglo-Saxon business historian. In fact 
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historians interested in areas as diverse as social policy, industrial relations, 
financial history, European industrialisation and rural history will find something 
to chew upon here. The academic quality of the contributions is generally high, 
and many papers are based on considerable primary research. Some of the best 
German economic and social historians — Tenfelde, Feldenkirchen, Reulecke, 
Schremmer, Pierenkemper to name a few — appear as authors. Manfred Pix 
deserves congratulations for his energy and skill in developing this project into 
something of a model of fruitful co-operation between business and historical 
research, as demonstrated by this journal. 


University of Hull ROBIN PEARSON 


GREGORIO NUNEZ and LUCIANO SEGRETO (eds.), Introducción a la historia 
de la empresa en España (Madrid: Abacus, 1994. Pp.252. ISBN 84 89175 012, no 
price given). 


Business history is manifestly in its infancy in Spain. Like its parent discipline, 
economic history, it was a late starter by comparison with developments elsewhere 
north of the Pyrenees. As Sebastián Coll and Gabriel Tortella inform us in a 
reflective essay on the state of the art in Spanish business history, during the final 
years of Francoism — when the historiographical debate still owed a great deal to 
the censor's blue pencil — economic history witnessed a heated conflict between 
marxists and liberals. In turn, business history was seen as both ‘bourgeois’ and an 
apology for capitalism. Few social scientists took it seriously. Outside academia, 
family firms, fearing skeletons in their cupboards, refused access to their archives 
or, worse still, burned them. Coll and Tortella are self-declared Jeremiahs. How 
many people outside Spain, they wonder, can think of the name of a single 
Spanish entrepreneur? The main exception might be Juan March, the notorious 
tobacco smuggler of the inter-war years. Moreover, many of the great companies 
which dominate Spanish economic history were either founded or directed by 
foreigners: among them the Pereires, Rothschild, Tennant (Tharsis), Matheson 
(Rio Tinto), Pirelli, Marconi, Olivetti, Agnelli, and so on. Apart from Iberia and 
the Telefónica and maybe the odd bank, who abroad can think of a single large 
company registered in Spain? And as for the practice of business history in Spain, 
it can be best summed up in terms of its excessive empiricism, not to mention its 
theoretical poverty. Heady stuff, coming as it does from the pen of Spain's most 
distinguished economic historian! Jordi Nadal and his team of young collaborators 
on the Revista de Historia Industrial, which first appeared in October 1992, must 
be shaking their heads in disbelief. Not surprisingly, in this brief introductory 
volume to business history 1n Spain, others come up with alternative interpre- 
tations. Most notably, Eugenio Torres and Nuria Puig, in an eclectic and optimistic 
survey of past findings, inserted here as a counterblast to Coll and Tortella, 
emphasise the growing output and new methodological approaches of recent 
years, the systematic support offered to researchers by such bodies as the savings 
banks, the Bank of Spain and the Fundación Empresa Püblica, the spread of 
business history courses in Spanish universities, and so on. They go on to provide 
the reader with a detailed and useful bibliography. 

For my part, this tidy and informative volume, though varying in quality, is 
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most useful when researchers set out to synthesise the findings of ongoing 
projects. Above all, Albert Carreras and Xavier Tufunell trace the evolution of 
Spain’s biggest companies based on census data from 1867, 1930, 1974 and 1990. 
In addition, they clearly demonstrate that autarkic and interventionist policies 
pursued by the Franco dictatorship did nothing to build up large enterprises 
capable of competing internationally. Pablo Martín Aceña and Francisco Comín, 
authors of the recent ‘official’ history of the state holding company INI, provide a 
more dispassionate, indeed highly critical, account of its changing role in the 
Spanish economy since its foundation in 1941. Carles Sudrià brilliantly summarises 
a joint investigation into company formation in Catalonia, with its lopsided 
industrial structure, between 1815 and the stock market crash of 1866. His account 
stresses the overriding importance of railway building — especially during the 
boom years of 1855—60 — and the contribution of small savers, not least the region's 
wine growers, in this process. Elsewhere, Emiliano Fernández de Pinedo succeeds 
in demolishing the traditonal view, recently restated by Manuel González Portilla, 
that the spread of industrialisation in the Basque provinces of Vizcaya and 
Guipüzcoa was first and foremost the result of profits from the Bilbao iron ore 
trade. As the Spanish Economic History Association prepares for the next inter- 
national conference to be held in Seville, business history is slowly but surely 
climbing up to the top of their professional agenda. 


Université de Lyon II/University of Manchester JOSEPH HARRISON 


PAUL R GREGORY, Before Command: An Economic History of Russia from 
Emancipation to the First Five-Year Plan (Princeton, NJ and Chichester: Princeton 
University Press, 1994. Pp.viii + 188. ISBN 0 691 04265 9, £35). 


This is a culmination of many years’ detailed empirical study by Gregory into the 
economic history of Russia. Specialist readers will be aware of Gregory’s main 
findings, which have been published in many essays and articles as well as a major 
book. He concludes that Tsarist Russia, though certainly backward by west 
European standards, was largely on the way to overcoming that backwardness by 
the late nineteenth century. In telling the story Gregory sets out to dispel some 
historiographical myths. This development was based not on state initiatives but 
on the profit motive of a market economy and private ownership. Most capital 
formation was undertaken by the private rather than public sector. Similarly, 
fiscal policy, though highly regressive, did not cause an agrarian crisis or forced 
reduction of peasant living standards to finance industrialisation. The peasants 
were poor but in the long run there was no evident decline in living standards. He 
develops his ideas further to question the long supposed negative influences of the 
t commune or mir on production, consumption and labour mobility. 

It follows from this reasoning that the First World War and the Revolution 
acted as external shocks to a process of ‘normal’ economic development which 
was thereby interrupted. Gregory goes on to examine the New Economic Policy 
in the 1920s. This mixed economy was successful in bringing about recovery and 
came to an end, to be replaced by the command economy associated with Stalin, 
only because of political or ideological reasons. The contemporary economic 
arguments were used to justify and rationalise political decisions. Gregory 
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develops this reasoning to argue that Russia was not advantaged by the command 
economy. He also looks at the implications for post-Soviet reforms. 

The qualities of Gregory's analysis are evident. The book is refreshingly 
concise, almost terse, with no wasted words. Indeed the text proper, allowing for 
two short appendices, takes only 137 pages. He is dismissive of much historical 
orthodoxy, which he attributes to the use of anecdotal evidence — limited in time 
and space — which fails to reflect broader long-term trends. He is impressive and 
convincing in presenting his argument but J do not fully agree that 'economic 
historians are principally interested in long term economic development . . . Short 
term economic events are of less interest; they average out in the long run' 
(p.12). Some of these short-term events had crucial political consequences. Many 
economic and business historians are concerned with non-quantifiable variables 
which do not interest Gregory, but such factors influenced real economic behaviour. 

It is unfortunate, though understandable, that Gregory might actually be 
excluding from his readership some of the historians, whose reliance on anecdotal 
evidence, he is seeking to correct. Gregory’s message surely needs to find a broad 
audience in dispelling the many myths which have surrounded Russian economic 
history for too long. For the interested reader here is a valuable, concise and clear 
commentary. It should become a reference point for all related research and 
writing. 


University of East Anglia ROGER MUNTING 


ANGEL KWOLEK-FOLLAND, Engendering Business: Men and Women in the 
Corporate Office, 1870—1930 (Baltimore, MD: The Johns Hopkins University 
Press, 1994. Pp.xiv -- 256; illus. ISBN 0 8018 4860 1, £32). 


Gender is increasingly being recognised as an important category of historical 
analysis. Yet its major presence has been in women's history, where it has 
stimulated a separatist approach with its own language and ideology. Gender, 
however, is dyadic. Women and men and their culturally endowed characteristics 
of femininity and masculinity co-exist. Some historians, alert to this comple- 
mentarity, have been concerned to bring women back into the mainstream of 
(male) history and to discuss their relationships with men. Engendering Business 
takes such an approach, engaging the interconnected experience of women and 
men in the financial service industries of insurance and banking in the United 
States in the early years of corporate growth, 1870—1930. 

This tantalising study raises many aspects of womanhood and manhood in the 
office by analysing topical themes. Were women ideal office workers? How did 
they merge into a business world where manliness dominated, whether at the 
managerial level or through the character and personality of salesmen? How was 
workspace reconstructed to cope with the cultural demands of femaleness and 
maleness at the same time as retaining and stimulating efficiency? Did corporate 
connections among work, family and leisure reinforce or modify older patterns of 
gender ideology? Were workers in financial businesses able to change gender 
roles for their own purposes? Such are the thought-provoking questions which 
Angel Kwolek-Folland explores. 

Her answers are not always predictable, even for those who are thoroughly 
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acquainted with gender discourse. Multiple messages emerge in the financial 
services world which sold intangible and optional products to consumers of both 
sexes. There could be no strict division between the so-called public sphere of 
business and the so-called private sphere of the home. Issues of class and race 
offered further nuances in the merging of female and male lives. It was advantageous 
that the corporation became a benign mother watched over by fatherly executives. 
Corporate domesticity and images of family life were very valuable in calming 
public fears, stimulating sales and encouraging personal relationships with 
employees. Women also were suitable workers because they could become office 
wives who, ideologically at least, were seif-sacrifiang, morally strong, emotionally 
supportive, cultured and gentle persons. Such respectable workers should have 
separate office space. Yet this distinct workspace could not remain emotionally 
separate. Women’s entry into insurance and banking industries changed male 
work roles. Supposedly female traits of service, duty and self-denial, became 
desirable middle-class male characteristics. The public world of business was 
becoming privatised. 

Drawing on a range of primary sources including the archives of major 
companies, personal papers, trade magazines, photograpbs and recorded anec- 
dotes of turn-of-century life and using the extensive secondary literature on 
women, sex roles, women's work, manhood, business history and material culture, 
Angel Kwolek-Folland has built up an intricate picture of office lite. Women have 
long been recognised as an integral part of bureaucracy's workforce, but their 
impact has not usually been analysed in the terms of relationships between the 
sexes. The blurring of gender boundaries through the mingling of women and 
men in offices and the questioning of distinct public and private physical, ideo- 
logical and experimental worlds for women and men is both challenging and 
innovative. Engendered Business adds new dimensions to the growing historical 
literature on corporate culture and offers an explanation of how such culture 
evolves. Whether other engendered cultures exist beyond the financial services 
industries remains to be resolved. 


University of Nottingham MARGARET WALSH 


SALLY H. CLARKE, Regulation and the Revolution in United States Farm 
Productivity (Cambridge, New York and Melbourne: Cambridge University 
Press, 1994. Pp.xiv + 310 illus.; maps. ISBN 0 521 44117 X, £35). 


This is a rather uneven investigation into the relationship between regulation and 
farm productivity in the United States. Clarke's underlying theme is how the 
successful American farms between the early 1920s and the mid-1970s were trans- 
formed from semi-subsistence entities into enterprises in which the production 
process was organised in a similar way to other American businesses. 

Clarke begins with a survey of agricultural research in the United States from 
its origins to the late 1920s; she also provides a theoretical framework to account 
for the slow rate of productivity growth in American agriculture up to the mid- 
1930s. The most interesting part of her book is a case-study of the application of 
technology to the cultivation and harvesting of maize between 1920 and 1940 
in the American corn belt. It is Clarke’s thesis that, although the agricultural 
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regulation introduced as part of the New Deal was and 1s not designed to promote 
farm productivity, this has in fact been the unintended consequence. She uses a 
cliometric model to establish the threshold level for the introduction of the tractor 
and the mechanical corn-picker. 

Before the New Deal many farmers who were at, or above, the threshold-level 
decided not to make use of this technology, despite the fact that it would have 
been profitable for them to do so. However, after the establishment of the New 
Deal programmes there was a significant increase in the number of farmers 
making use of tractors and mechanical corn-pickers even though the threshold 
remained the same and their cash receipts during the second half of the 1930s were 
below those of the 1920s. Clarke suggests that as governmental regulation had the 
effect of reducing fluctuations in the price of maize, the risks to farmers investing 
in technology were ameliorated. Further important factors in the increased use of 
technology were the reduction in the cost of credit and the extension in the 
duration of loans: these developments were made possible by a significantly 
increased participation by the federal government in the provision of agricultural 
credit. 

A weakness of Clarke's model is that it does not take account of qualitative 
factors — especially cultural values. It is possible that the original nineteenth- 
century immigrant Corn Belt farmers, unlike American farmers, had a cultural 
aversion to debt. The shift towards the greater use of debt-financed technology 
that began in the 1930s may have also been partly the result of the Americanisation 
of the corn belt farming community. 

The final part of this book analyses, first, the consequences of regulation in the 
penod from 1940 to the mid-1970s and, second, in an epilogue, the credit crisis of 
the 1980s. Unlike her treatment in the second part of her book, Clarke analyses 
technological change affecting the American farm sector as a whole. It is not 
entirely clear why she abandons her case study of the corn belt. 

Clarke's book i5 not designed to promote economic regulation, notwithstanding 
that her research reveals that such regulation would confer substantial ex-post 
benefits. Yet it is possible that, up to the mid-1970s, the efficiency and produc- 
tivity gains resulting from regulation managed to bring about a more beneficial 
outcome than the free market, even taking into account the cost of the regulatory 
regime to tbe taxpayer. Perhaps this accounts for her epilogue. In the 1980s, 
regulation was less successful. It had been designed to prevent sudden price falls, 
not the aftermath of a period of rapid price increases. 

Given the interesting variety of government and business archive records cited 
in the footnotes, it would have been useful if Clarke had included a bibliographical 
essay. Furthermore, and surprisingly for an academic monograph, there is no 
bibliography. 


University of Wolverhampton RICHARD A HAWKINS 


FELICE A. BONADINO, A.P. Giannini: Banker of America (Berkeley, CA: 
University of California Press, 1995. Pp.xxiii + 429; illus. ISBN 052008249 4, $30). 


There are two reasons why this biography will be of interest to business historians. 
The first is that there is a growing interest in contextualised biography either to 
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supplement, or as an alternative to, prosopography as a means of identifying the 
characteristics of the entrepreneur. The second is for the information it provides on 
the business of banking, in this case particularly on the attempts at branching and the 
nature of competition in north America in the first half of the twentieth century. 

Amadeo Giannini was born to Italian immigrants in California in 1870. Ata 
young age he entered his step-father’s modest and relatively recently established 
business as a commission broker. By means of shrewd deals and incredibly hard 
work, he quickly built the firm into the leader of its kind in San Francisco. That 
done, and the challenge apparently gone, he turned his hand to banking. This was 
partly coincidence when his father-in-law died and he took his seat on the board of 
a small bank. He wanted to apply the same principles in the bank as he had in the 
commission broking business — canvassing prospective depositors, advertising, 
and generally aggressively seeking business. This was rejected by the board of the 
small bank, and so in 1904 Giannini set up his own bank, the Bank of Italy, to 
cater for small savers, particularly immigrants, and mostly Italian. 

He was quick to see the benefits of branching, especially after a visit to Canada 
where he observed it at first hand, and he set about building a branch network in 
California. Much of this of course was done in the face of tough political opposition. 
There were serious setbacks, but sheer dnve and determination together with the 
good reputation he had built up amongst the immigrants in his previous business 
saw him survive and prosper. When opponents spread rumours of his bank failing 
he gathered most of his gold reserves, ostentatiously placed $500,000 on the 
counter of the branch under pressure and invited all depositors to take their funds. 
The brief panic was allayed. The Bank of Italy was renamed the Bank of America 
in 1930 and soon after the Second World War it was reckoned to be the biggest 
bank in the world. In 1954 there were 538 branches in 317 towns in California. 

However, this book does not give over-much detail of that kind. It is a 
biography, and as such it is a fascinating story well told. The business and 
economic historian may be disappointed by the fact that the author does not place 
the bank’s progress in the wider economic environment. For example, in the 
depression years of 1929 to 1932 the difficulties the bank experienced are told in 
terms of conflicting personalities and management problems with very limited 
reference to the collapsing banking system. But it is a biography after all, and 
asking for a business history would be asking too much. Giannini’s story is a 
remarkable one. He was handsome, he had charm, and he was clever. But what 
stands out is his immense energy and resolute determination. The claim of the 
book is that Giannini’s influence on the conduct of banking was greater than that 
of J.P. Morgan, and while that would be difficult to verify it does give some 
indication of Giannini's importance. 


City University Business School FORREST CAPIE 


DAVID GARTMAN, Auto Opium: A Social History of American Automobile 
Design (London and New York: Routledge, 1994. Pp.xvi + 264, ISBN 0 415 
10571 4, £13.99). 


Considering the amount of ink that has been spilled in writing the history of the 
American automobile industry, one might have thought that there was nothing 
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much more to say on the subject. This well-written short book shows clearly that 
this is not the case and that a great deal of research needs to be done in challenging 
accepted orthodoxies. 

The book opens with a philosophical treatment of the relationship between 
Fordism and mass production and mass consumption, arguing, after a quick tour 
of French and German critiques of Fordism, that the development of the motor 
car and its design moved from simply a useful machine of transport to an 
ideological weapon used to sustain American capitalist production. Moving on 
from this bold statement, there follows a straightforward description of the early 
stages of development of the automobile, showing how cars moved from being 
almost individualised units into near-conformist identical units, epitomised in 
Ford's Model T. The industry itself, it is argued, was symbolic of the class conflict 
that was endemic in America at the turn of the present century. Work on the 
production line was hard, indeed often brutal, with workers degraded. The 
obverse of this, to prevent social upheaval, was a lowering of the costs of 
production to enable workers to participate in capitalism by being able to enjoy its 
fruits through indulging in mass consumption. In other words, the car, along with 
other consumer durables, became an ideological tool. 

The remainder of the book continues along this theme through a study of car 
design and the mood of the American society in both prosperity and depression 
right down to the 1980s. In the fourth chapter there is a clear account of how General 
Motors, under Alfred Sloan, gave Hartley Earl a near free hand to develop the 
firm's Art and Colour Section and how this led to the creation of the industry's 
first design division, which ultimately gave GM a lead over Ford and Chrysler in 
the struggle for market share through the creation of stylish vehicles that captured 
the imagination, almost as a form of escapism from the drudgery of everyday life 
for middle-income Americans. This was the triumph of style over utility. It must 
not be thought that the rise of style departments was easy. Far from it; serious 
battles had to be fought against the engineers and the marketeers for recognition, 
and at both Ford and Chrysler the designers were clearly in a subordinate position. 

After an extremely thorough treatment of the effects of the depression on the 
industry and the role of streamlined designs, there follows a discussion on the 
impact of aircraft design and of World War ILon styling. Flying became common, 
symbolising freedom, with fighter aircraft symbolic of America's crusade against 
communism in the 1950s. Cars then were given the trappings of aircraft and were 
packed with all types of useless gadgetry to show that America stood for freedom 
and a superior way of life, the American dream. 

The 1960s saw America as a nation in doubt, with economic expansion unable 
to contain the high cost of Fordist prosperity. Initially there was a move away 
from the extravagantly designed monsters of the 1950s, and a search for indi- 
viduality, expressed in European imports and domestically produced compacts, 
but even the latter succumbed to consumerism and gradually increased in size and 
gadgetry. Nevertheless, as Chapter 7 shows, the search for individuality and 
labour unrest in the car factories indicates that it was possible to challenge mass 
production, which it is argued had reached its limits. 

Overall this is a challenging book that tries to set the history of American car 
design in its political, economic and social setting. The argument is well put, but is 
perhaps too neat to be totally convincing; yet it is extremely thought-provoking. 


Coventry University TOM:DONNELLY 
ECC " 
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EUGENE RIDINGS, Business Interest Groups in Nineteenth-Century Brazil (Cam- 
bridge: Cambridge University Press, 1994. Pp.xvi + 377; maps. ISBN 0521 454859, 
£35). 


Business interest groups flourished throughout Brazil in the nineteenth century 
and this meticulous study, based mainly on extensive study of the archives of half 
a dozen commercial associations, uses them as a window on the entire spectrum of 
economic activity from plantation agriculture, through physical and financial 

and manufacturing, to international trade. Oddly positioned at 
the interstices of an older mercantilism and twentieth-century corporatism, the 
associations were dominated by business leaders with extensive and diversified 
interests, their memberships generally quiescent. In the absence of large cor- 
porations, the associations were the most powerful private-sector lobbyists in the 
nineteeth century, and they undertook the task of applying discreet pressure on 
many aspects of public policy. The Brazilian economy remained one of regions, 
competitive with one another at the margin, and each distinguished by its leading 
export commodity. It was with regional not national economy that the vast 
majority of the business elite identified. Everywhere, this elite was of mixed 
nationality, with foreigners, of whom many were Protestant, predominating. This 
was reflected in the membership and attitudes of the associations. Well integrated, 
both formally and informalty, with local officials, charities, and individual firms, 
they made a strong show of loyalty to the Brazilian state and support for the 
Catholic church. Avoiding close alignment with political parties, they concentrated 
on promotion of the business class, generally of low status in Luso-Brazilian 
culture, projecting themselves as social improvers and promoting a pragmatic 
form of economic liberalism that never inhibited close association with the state 
when advantageous. Indeed, in some respects they substituted for the state, 
introducing standards of product quality and systems of inspection that raised the 
standing of Brazilian exports in the world markets, playing a pioneering role in 
the development of modern banking, providing primitive welfare services or 
improved port facilities, exerting considerable control over port management, 
and helping to organise and regulate early railway and utility ventures and 
marshal government support for them. At other times, they found themselves at 
odds with the state, either central or local. Though a customs union in law from 
1834, Brazil was plagued by import tariffs differentials imposed by impoverished 
provincial governments for revenue purposes which produced considerable 
distortions and provided incentives to corruption and smuggling. The associations 
dissociated themselves from such practices but had little success in resisting the 
offending taxes. Their strong appeals for the retention of slavery, or failing that 
for coercive labour legislation and promotion of Asiatic indentured immigrant 
labour, seem algo to have had scant effect. 

The effectiveness of lobbying is notoriously hard to judge, as Ridings openly 
admits. His evidence displays a patchy record and suggests, unsurprisingly, that 
the associations were most effective when pushing policies on which their members 
and state were all in general agreement. On one major issue most memberships 
were divided. This was the use of protective tariffs to foment industrialisation. By 
the second half of the nineteenth century a consensus was emerging between 
landowners, manufacturers, and state in favour of what they termed ‘natural’ 
industrialisation, based on adding value to locally produced raw materials. 
Stronger and more explicitly anti-liberal groups emerged in the 1880s and called 
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for the creation of an autonomous national economy. Ridings believes that the 
older commercial associations, opposed to local industrialisation, were influential 
in delaying the imposition of an effective protectionist tariff to the late 1880s and 
were finally overcome in the battle for the ear of government less by the effective- 
ness of their opponents than by the lure of a new revenue source. On a second 
issue of abiding importance, integration of the national economy, the port-based 
associations were irremediably competitive one with another and may have 
exerted a negative influence on Brazilian development. Ridings provides an 
indispensable contextual study for any future work on individual firms or relations 
between business and government in Brazil and offers overwhelming evidence for 
the centrality of commercial associations to any account of Brazilian economic 
development. His conclusion that their contribution ‘was overwhelmingly positive’ 
(p.338) is, to say the least, contestable on his own evidence. 


University of Warwick CHARLES JONES 


HALIL INALCIK and DONALD QUATAERT (eds.), The Economic and Social 
History of the Ottoman Empire, 1300-1914 (Cambridge: Cambridge University 
Press, 1994. Pp.xl +1026. ISBN 0 521 34315 1, £75/$120). 


This is a truly enormous book, more than a thousand pages, available for sale at a 
monstrous price. Certainly it covers a long time period and a vast area (and 
some readers of this journal may need to remind themselves just how large the 
Ottoman Empire was at its zenith), so that perhaps one ought to consider Dr 
Johnson's dictum about women preaching rather than cavil at what the publishers 
are offering up. Yet it is a question whether the Cambridge University Press has 
served its authors well by putting all their contributions within a single set of 
covers. The book is arranged in four chronological sections: the 'classical age' of 
the Empire before 1600, by the doyen of Ottoman economic and social historians, 
Halil Inalcik; the seventeenth century (1590—1699) by Suraiya Faroghi; the 
eighteenth century (1699-1812) by Bruce McGowan; the nineteenth century 
(1812-1914) by Donald Quataert; with an appendix on money and coinage by 
Sevket Pamuk. But at least three of these contributions are long enough, and 
substantial enough, to have been published separately and in their own right — 
indeed Inalcik's section of nearly 400 pages would have been a very substantial 
book on its own! Besides, despite claims in the introduction that the four main 
sections are written to a common plan, each is quite distinctive in approach (and 
necessarily so in view of the six centuries covered), reflecting the changing nature 
ofthe sources, the current preoccupations of the historiography and, to an extent, 
the special interests of the author. Each has its own separate bibliography, and 
there are so few connections made between the arguments of one section and 
those before and after, that to all intents and purposes the sections are separate 
works. Moreover the sheer volume of material that ought to have been included 
for the book to be as encyclopaedic as its title suggests seems, in the end, to have 
defeated those responsible for its production. The first section, despite its length, 
deals only with state revenue and expenditure, land and the peasantry, and trade, 
so that urban life and industry are left, as the preface disarmingly informs us, to be 
dealt with ‘on another occasion’. And at the other end of the volume the story is 
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cut short in 1914, so that the last dramatic years of what was by then left of the 
Empire are also omitted (so as to avoid having to pass a verdict on what happened 
to the Armenians?) — a pity in itself, and significantly weakening the claim of 
the dust jacket that the book is ‘essential ... for understanding contemporary 
developments ... ‘in the Middle East’. Putting everything in one volume has 
resulted in the production of an impressive tome for the shelf, but a tome that isn't 
quite. what it purports to be and yet is probably too expensive even for many 
libraries. Certainly it is too expensive for adaption as a 'course book' in any sense, 
although I personally would have liked to have been able to use Quataert's section 
for that purpose — but not at £75 a copy! 

None of this should, however, be taken as disparagement of the individual 
contributions so ill-advisedly yoked together. Each has its respective strengths 
and weaknesses, but all provide an enormous fund both of information and of 
stimulating ideas. McGowan's section on the eighteenth century is perhaps the 
least satisfactory, but it is only fair to observe that in many respects he had the 
hardest task, if only because in that period of maximum decentralisation both the 
sources, and the making of the type of generalisations called for in a work on the 
Empire as a whole, present particular difficulties. Of the others Inalcik's, as noted 
above, leaves out a large part of the story, although what he does include certainly 
provides a rich feast; Faroghi's is the most lively and wide-ranging in the sorts of 
issues raised; and Quataert's is the most solidly informative. Each author provides 
a guide to the current state of knowledge of Ottoman economic and social history 
of the period about which they are writing, but appropriately devotes special 
attention to one or more questions in which they have an especial interest. Thus 
Inalcik considers the cift-hane system in detail; Faroghi devotes space to women 
and the family, and to symbols of power and festivals; and Quataert is especially 
full on the response of the manufacturing sector to the challenge posed by com- 
petition from European imports after 1830. In all the sections the main geographical 
focus of attention is the Balkans (the most important part of the Empire as late as 
the 1870s), Anatolia and Syria, with less well-documented Iraq cited less often, 
and Egypt (usually in the shape of Cairo) and the other North African provinces 
making rather fitful appearances before the nineteenth century and virtually none 
thereafter. Political introductions are provided for each period to enable the non- 
Ottomanist to make sense of what was going on. The first two sections, although 
not the others, are well provided with maps; and all of them have extensive 
bibliographies, which are certainly one of the most valuable characteristics of the 
book taken as a whole. 


University of Bristol CHRISTOPHER CLAY 


D.K. FIELDHOUSE, Merchant Capital and Economic Decolonization: The United 
Africa Company, 1929-1989 (Oxford: Clarendon Press, 1994. Pp.xxviii + 832. 
ISBN 0 19 822625 X, £60). 


The United Africa Company (UAC) was formed in 1919 by a merger between two 
British trading companies active primarily in West Africa, the Niger Company 
(virtually wholly owned by Lever Brothers since 1920) and the African and Eastern 
Association. A catastrophic financial crisis in the early 1930s which virtually 
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bankrupted UAC was instrumental in the venture passing under the full control of 
the newly formed Unilever. Thereafter it functioned as an autonomous company 
within the Unilever group until 1987, when it was fully absorbed by its parent. 

UAC was a large and diversified business enterprise of major significance in 
West Africa, and was involved in a range of activities elsewhere in Africa, the 
Middle East and other regions. In 1949 it accounted for around one-third of 
Nigeria's imports, and over two fifths of its exports. UAC's core business until 
1960 involved importing numerous products — in 1939 UAC imported around 
50,000 types of articles into West Africa — and exporting local produce, especially 
cocoa, groundnuts and palm products. The host economy environment led UAC 
into extensive related investments in retail and wholesale stores, oceanic and river 
transportation, and the provision of credit facilities to finance the commodity 
trade from the peasant producer to the point of sales overseas. As Fieldhouse 
shows, UAC's profitability lay not in the actual produce buying itself, but in these 
related businesses which transported and distributed the produce. 

The growth of state intervention in commodity marketing from the Second 
World War and the advent of state marketing boards began a process whereby 
UAC's business had to be redefined. Decolonisation and the resulting changes in 
the policy environment obliged further changes in UAC's strategy. From the 
early 1960s the firm pulled out of produce buying and also began to run down its 
general trading business, becoming instead a specialist importer and servicer. 
After rather a slow start, UAC also became involved in a considerable number of 
manufacturing projects, partly to protect its traditional import business and partly 
because of host government pressures. However African government policies — 
growing state intervention, expropriation, the need to form locally registered 
companies with local shareholdings, and exchange controls — resulted in a pro- 
gressive loss of confidence in Africa's economic proepects. By the early 1970s UAC 
was trying to diversify out of Africa. This strategy led to a variety of unsuccessful 
acquisitions in Europe and elsewhere. This outcome — when combined with the 
growing problems experienced by the company in the deteriorating Nigerian 
economy — resulted in a sharp fall in profitability, an investigation by McKinsey, 
and the ultimate demise of UAC. 

The main strength of this book is that — as its length suggests — it contains an 
extraordinary amount of information about UAC. Although the work was not 
commissioned by Unilever, Fieldhouse was allowed access to the UAC archives 
through to the late 1980s. There are long quotations from confidential documents 
and alot of financial and other statistics. The text is fully footnoted with numerous 
references to the Unilever archives. Unilever must be congratulated for allowing 
such liberal access to its archives, while the stamina of Fieldhouse in researching 
and writing such a tome is impressive. 

It is less evident that the approach to the subject was the ideal one. The first 
sentence of the first chapter affirms that the book ‘is not primarily a company 
history, nor is it a study of the firm’, but rather a description of ‘the interaction 
between a Buropean merchant firm and its customers and suppliers in Africa and 
elsewhere' (p.5). Curiously, however, the genre which this book most closely 
resembles is that of old-style scholarly company history. It provides detailed 
accounts of numerous corporate decisions and strategies which are not placed in a 
wider historical or theoretical context. The book is primarily the view of the 
company archives, and if the archives contain little on a subject, Fieldhouse 
explicitly chooses to say little about it. One result is a narrow view of the wider 
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business context of which UAC operated. To give one (minor) example, it is 
observed that UAC's shipping business from West Africa was hit by competition 
in the early 1960s from 'a new firm, Tradax of Geneva' (p.190). It would have 
been rather more meaningful if it had been added that Tradax was an affiliate 
of the giant American commodity trader, Cargill. More generally, Fieldhouse 
misses opportunities to identify the distinctive aspects of the UAC story by 
making comparisons with British trading companies in other regions, and with 
Japan's sogo shosha and other types of trading company. 

Business historians will find this book to be a goldmine of empirical information 
which can be put to use in studies of subjects as varied as vertical integration 
strategies (there is — for example — an interesting account of UAC's diversification 
into ocean shipping), inter-war commodity cartels, and multinational strategies in 
the developing world before and after decolonisation. The lack of an overall 
conclusion and the length — which is partly due to the considerable amount of 
repetition in the text — should not deter a wide range of business historians from 
consulting tbis informative history of one of Britain's more important overseas 
businesses in this century. 


University of Reading GEOFFREY JONES 


TOM FORREST, The Advance of Áfrican Capital. The Growth of Nigerian Private 
Enterprise (Edinburgh: Edinburgh University Press for the International African 
Institute, International African Library No. 14, 1994. Pp.xv + 300; maps. ISBN 0 
7486 0492 8, £39.50). 


The development and importance of indigenous African capital has been the 
subject of only limited research. With regard to South Africa interest has focused 
largely on the implications for the apartheid system of the creation of a black 
bourgeoisie. It is Kenya which has been the subject of greatest interest, but the 
debate generated has been directed more to the relationship of indigenous capital 
to outside interests. This focus is rather imperialist in its basic conception, while 
ideological considerations have inhibited analysis of business activity by the 
economically very significant Asian population in the country. 

Forrest devotes very careful consideration to the development of indigenous 
Nigerian enterprise with particular reference to the period after 1945. His basic 
methodology is particularly welcome to those of us who are more historians, less 
econometricians. While not totally eschewing published statistical material Forrest 
relies most significantly on direct observation of the companies and their current 
operations, while at the same time grounding his work in an extensive range of 
primary and secondary sources in economics, history, anthropology, sociology 
and politics. 

Nigeria is one country where Africans might well have been at the forefront of 
enterprise, having had experience not only in the earlier slave trade, but more 
importantly in the growing palm oil and related trade that followed abolition. 
That they did not was in part because of the monopoly conditions given to the 
Royal Niger Company and its successors; when Nigerians did find a niche market 
not closed to them in this way, once that market proved lucrative, Europeans 
moved in, undercut them on price, and forced them out of business. 
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This situation only began to improve after the Second World War, notably 
from about 1956 in the run-up to independence. As restrictions were eased, 
Nigerian businessmen increasingly moved into a wide range of activities. These 
Forrest explores in considerable detail. He examines business activities in Lagos, 
devoting an entire separate chapter to two conglomerates, the Ibru Organisation 
and the Modanola Group. Anambra, Abo and Imo States are considered sepa- 
rately, as are Kano and Kaduna. A picture emerges of the individual companies 
and the peopie who ran them, and the different relevant culture and social 
circumstances and their impact on business are analysed, as are some of the wider, 
more obvious questions such as relations with the military regimes and the impact 
of the oil boom. 

Most readers of this book will probably be those with specialist interest in 
Africa. They will find a mine of information about many of the individuals who 
have played important roles in Nigeria's domestic economy as well as its inter- 
national trade. The book will also be valuable for others who might at first glance 
not think Forrest had anything to say to them. To any business historian he 
certainly does. For active businessmen as well, here is an opportunity to gain 
substantial insights into the ways in which business is carried out in Nigeria; to 
lead to an understanding of the particular business and management cultures that 
prevail, and to appreciate some attitudes towards the western world. Nigeria and 
Nigerians have their own way of carrying on their business affairs; intrinsically 
interesting but also offering useful insights into wider questions about Africa and 
her links with those wishing to trade with her. 

Because of Forrest's interest in the social and political context in which 
business operates, the book is also useful as a reference on non-economic points 
as well. The amount of detail he provides is daunting at times, but very welcome. 
It is time that other writers took African business and businessmen sufficiently 
seriously to expand this kind of close and careful research rather than continuing 
tosee them purely asthe subordinate partner in an imperial economic relationship. 


University of Manchester SIMON KATZENELLENBOGEN 


SARAH AHMAD KHAN, Nigeria: The Political Economy of Oil (Oxford: Oxford 
University Press, 1994. Pp.xiv + 234; illus; maps. ISBN 0 19 730014 6, £29.50). 


Nigeria is the most populous country in Africa. It is also the fourth largest oil 
producer within the Organisation of Petroleum Exporting countries (OPEC). A 
feature of Nigeria’s oil which distinguishes it from that of most other OPEC 
members is its quality as ‘light’ and ‘sweet’, similar to that of the North Sea oil. 
Sarah Khan provides a detailed account of upstream and downstream activities in 
the oil and gas sector of Nigeria and analyses its contribution to the Nigerian 
economy. The book provides a substantial body of data on oil and natural gas 
production, numbers of oil wells, joint ventures, pricing policies, and oil shipments. 

Khan prefaces the book with a discussion of the socio-political and legal setting 
within which the Nigerian oil industry operates. Nigeria is not a constitutional 
democracy; every aspect of the economy including the oil industry is under careful 
scrutiny of the military leaders who rule by decrees. These decrees are at the 
centre of the frequent conflicts between the state-owned Nigerian National 
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Petroleum Corporation (NNPC) and multinational oil enterprises (MNEs). Two 
such decrees, the Exchange Control decree and Nigerian Enterprises Promotion 
decree, not only led to conflicts between the MNEs and the Nigerian government 
but also resulted in the withdrawal of a number of multinational enterprises from 
Nigeria, including British Petroleum. The Nigerian Enterprises decree laid the 
foundation for the gradual and partial process of nationalisation undertaken by 
the State through the NNPC. 

The key question is why, in spite of decades of adverse environmental factors 
and government regulation did MNEs continue to invest in Nigeria? A number of 
factors including the quality of the Nigerian oil, the crude oil pricing system and 
the attitude of multinational companies to political risk, may explain the continued 
existence of MNEs in Nigeria. It should also be noted that despite frequent coups 
d'état and changes of government Nigeria has not experienced the degree of 
instability found in other oil producing countries such as Iraq and Iran. Khan 
discusses these issues and identifies a number of strategies for survival and 
existence employed by the MNEs in Nigeria, including joint ventures, production 
sharing schemes, and risk-service contract. 

Another major issue discussed in the book relates to natural gas activity. 
Natural gas in Nigeria is currently flared on a large scale because of lack of 
demand for it on the home market. Khan devotes a chapter to the examination of 
recent trends in gas production and consumption in Nigeria and the future 
prospects for the industry. Recently, the Nigerian government has embarked 
upon new projects designed to promote exports of liquefied natural gas. But 
exports of gas may not be viable as the costs of developing and sustaining export 
markets may be excessively high. The solution to the problem may be the 
promotion of domestic demand for gas. The final chapter of the book discusses 
the impact of oil on the Nigerian economy and examines the link between the 
oil sector and agriculture, the failure of government policy and the structural 
adjustment programme. Khan suggests that oil cannot be the cure for Nigeria's 
economic problems without real attempts to reform the public sector, increase 
agricultural productivity and instill economic discipline. These issues could have 
been explored in greater depth instead of providing the catalogue of figures on oil. 

The book provides a large body of data on the Nigerian oil industry which 
would be of value to specialists on the oil industry. The book should also be of 
interest to students of the Nigerian economy and those with an interest in the 
international political economy of oil. 


Lancaster University M.A. SALISU 


N.G. BUTLIN, Forming a Colonial Economy: Australia, 1810-1850 (Cambridge: 
Cambridge University Press, 1994. Pp. viii + 263. ISBN 0 521 44006 8, £35). 


This is the final work of Australia’s greatest economic historian, Noel Butlin, who 
died in 1991 before he was able to finish its later stages. Nonetheless, it completes 
his two-volume history of the early colonial economy with Economics and the 
Dreamtime and together they ably complement his classic study of the later 
colonial period, Investment in Australian Economic Development, 1861-1900. 
The current volume examines Australian economic development from the resurg- 
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ence of convict transportahon around 1810 to its demise in the middle of the 
century. These are appropriate parameters since his organising theme is the 
interdependence and synergy of the Australia-Britain relationship which is 
reflected in the gradual reduction of the role of the British public sector and the 
rise of a private market economy in the Australian colonies. This development 
resulted from Britain’s wish to reduce its funding commitment and colonial 
desires to remove the constraints on economic expansion. While Britain used 
Australia as a dumping ground first for convicts and increasingly from the 1830s 
for paupers, this provided colonists with important human capital investments 
and the funding to support them. While Britain was attempting to reduce its 
public funding commitment, colonists were already developing illegal fiscs from 
which to organise infrastructural expansion. 

Butlin concentrates particularly on the flow of funds and human capital from 
Britain and compares it with domestically generated resources. The specialist and 
predominantly urban skills of immugrants required adaptation to an economy 
based on multiskilling and a large primary sector. However, it was the ‘intellectual 
baggage’ accompanying these migrants which was their major contribution by 
way of the development of institutions, value systems and behavioural patterns 
appropriate for the growth of a market economy. His discussion attempts to open 
up this particular black box, but the concept still requires much closer investigation 
for this and other economies. Moreover, his analysis of the source economy 
(Britain) of this intellectual baggage is based on the ‘recent perspectives’ (p.110) 
of Deane writing 30 years ago. Butlin, though, skilfully examines the complex 
fiscal structure of the early colonial economy with its three different but over- 
lapping accounting processes, which make it difficult to distinguish precisely the 
British and colonial contribution. He describes how land sales financed the 
assisted migration of paupers while providing the opportunities for pastoral 
expansion and accompanying private labour assignment. 

Butlin then turns his attention to the macroeconomy as a whole and its major 
sectors. He offers some refinement of staple theory by arguing for the comparable 
importance of urban-based industrial and commerical activity while suggesting 
that the centralised direction of the backward colonial economy possesses a 
Gerschenkronian resonance. Within the primary sector the familiar hegemony of 
wool production was delayed by the buoyancy of maritime resource exploitation 
and the initial domestic need for meat producing livestock. He argues that the 
main economic achievements by 1840 were a flexible market economy, a structure 
of natural resource and urban based industries, a substantial export capability, 
and sustained rapid expansion. More controversially, Butlin compares the 
performance of the joint Aboriginal and Colonial economy by mid-century with 
the solely Aboriginal economy of 1788. Interestingly, he concludes that the GDP 
of the joint economy only reached the 1788 level in the middle 1840s, while the 
expanding colonial economy had not reached this point by 1850. While the 
productivity performance of the pre-1788 economy has for long been under- 
stated, Butlin's bold calculations are based upon rather general comparisons 
between Colonial and Aboriginal activity which led him to assume virtually no 
difference in their productivity levels. This is somewhat surprising given the fact, 
emphasised by Butlin, that the colonial economy was extensively and positively 
influenced by the most advanced industrial economy of the period. 

The final section was to have dealt with the depression and recovery of the 
1840s. Butlin was working on this section until very shortly before his death and 
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intended to draw similar Anglo-Australian investment and migration linkages 
beginning with the effects of the reduction of inward investment after the Bank of 
England raised the discount rate in 1839. It is probably not only this section which 
remained unfinished; throughout the work he raises many important but often 
unanswered questions. They provide a future research agenda for a generation of 
economic historians who, one hopes, will aspire to the exacting standards of 
scholarship maintained by Butlin to the very end. 


Australian National University SIMON VILLE 


FRANK J.A. BROEZE, Mr Brooks and the Australian Trade: Imperial Business in 
the Nineteenth Century (Melbourne: Melbourne University Press, 1993. Pp.xi + 
375; illus. ISBN 0 522 84574 6, A$49.95). 


Robert Brooks was one of the most prominent figures in mid-nineteenth century 
England who was active in trade with the Antipodes. Brooks had extensive 
interests: he owned a fleet of ships, extended advances to Australian woolgrowers, 
handled consignments of Australian produce, and for 40 years was a busy director 
of the Union Bank of Australia (though he visited Australia just once). His story 
is told in some detail by Frank Broeze. Although the book could be read as a 
narrative business biography, Broeze is careful to emphasise at various points that 
be has more ambitious objectives. He aims to shed light on the neglected history 
of the financing and marketing of Australian primary products, and to provide a 
scholarly analysis of the Anglo-Australian shipping trade. He is interested in the 
ways in which Brooks organised his affairs: the routine of his small office, his 
struggles to control agents in Australia, and his successful attempt to mould 
investments in trade, shipping, and finance into a coherent strategy. 

Brooks was not entirely self-made. He inherited some wealth from his father, 
a prosperous Lincolnshire yeoman, and gained early experience in business 
in the office of a Hull timber and shipping firm, eventually becoming a partner. 
By a gradual process, Brooks went into business on his own account, and 
gravitated towards the small but promising Australian trade. Wool soon became 
the staple export of Australia and this commodity provided the core of Brooks's 
business. Major difficulties were encountered in the organisation of such a 
trade. Before the telegraph was available, communications with Australia were 
painfully slow, and Brooks had to rely on local agents to make many key deci- 
sions. These agents did not always follow Brooks's cautious policy, and sometimes 
used the firm's funds for speculative purposes. Another problem facing Brooks 
was the weakness of the financial system in Australia: this explains why he made 
advances to woolgrowers and took such an important role in the Union Bank of 
Australia. Brooks was also involved in the London Dock Company, schemes to 
send more migrants to the colonies, and the New South Wales & Van Diemen's 
Land Commercial Association, which was the main lobby group for Britons 
dealing with Australia. He realised that the long-term profitability of the ship- 
ping and wool trades depended on improvements in transport links with Australia, 
and on the general economic development of the colonies — these were not 
peripheral issues or hobbies, argues Broeze, but matters of vital concern to Brooks 
8s an entrepreneur. Later on, as Brooks started to slow down, he gave up his 
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other interests, and when he died the business passed down to his sons, who 
shifted its focus towards the ownership and management of tea plantations in 
Ceylon (the firm remained in existence until 1968). His only relaxations were 
riding and, for a while, the House of Commons (Conservative, Weymouth and 
Melcombe Regis). 

This book has been thoroughly researched over a number of years, using the 
papers and accounts of Brooks and his agents, and the records of the Union Bank 
of Australia, in England and in Australia, as well as government documents. It 
gives a clear picture and analysis of the work of a leading London entrepreneur 
involved in Australian business in the nineteenth century, and should be of con- 
siderable interest to business, financial, and shipping historians. 


Victoria University of Wellington JOHN SINGLETON 


TAKESHI YUZAWA (ed.), Japanese Business Success: The Evolution of a Strategy 
(London and New York: Routledge, 1994. Pp.xiv + 236. ISBN 0 415 05561 X, 
£25). 


This collection of original essays has been published in honour of Professor 
Shin’ichi Yonekawa, the doyen of Japanese business historians, who taught and 
researched at Hitotsubashi University for many years and continues to pursue an 
active scholarly life in retirement. The papers are all by Japanese scholars, and the 
appearance of such a work in the English language, reflecting the research findings 
and analytical approach of prominent specialists in western business and manage- 
ment history is greatly to be welcomed. Takeshi Yuzawa, the editor, is to be 
congratulated on bringing together a collection which is at once varied and 
focused, and the book will prove valuable both to business historians interested 
in Japan and to those more generally interested in the evolution of Japanese 
managerial practice. 

The Festschrift is not always a felicitous medium to academic publication. Too 
often a mosaic of topics, approaches, levels and writing styles makes for a dis- 
jointed and unsatisfactory whole, with the reader confused not so much by what 
has been included as by that which has been left out. Happily, the present volume 
succeeds where others fail. This is largely because the very theme of the book, 
examples of Japanese management’s response to business challenges over time, is 
itself diverse and many-sided, and lends itself well to a case-study approach. 
Indeed, the book brings out forcefully the diversity of management styles and 
forms of business organisation adopted by successful firms, leading to the suspicion 
that business strategies may not have been so much responsible for commercial 
success in post-second World War Japan but rather, in an environment of 
unprecedented economic boom, various management approaches could turn out 
successfully. 

The book is organised into three sections, with four papers devoted to ‘high- 
tech and innovative industries’, four to ‘traditional and restructuring industries’, 
and three to ‘service industry, accounting systems, and education’. This is a fair 
span, though it is, of course, no criticism to point to the vast segments of the 
economy which are untouched, nor to note that by taking generally successful 
firms there is an element of self-fulfilling prophecy in examining management 
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histories to find the keys to success. In addition to the case studies, Takeshi 
Yuzawa provides an enlightening and authoritative overview chapter on current 
issues and debates in the subject. 

The case studies, of course, largely reflect the particular research interests of 
writers. Familiar Japanese firms receive attention — Toyota, Canon, and Fujitsu 
for example — as well as less well-known ones. Attention to life insurance and 
accounting in the third section makes a welcome addition to neglected fields, 
while it is particularly appropriate that there is also a paper (by Tamotsu Nishizawa) 
on the foundation of Tokyo University of Commerce, forerunner of Hitotsubashi 
University. 

Each paper contains much of interest, and some report significant findings. 
Kazuo Wada, for example, discusses the significance of the automobile giant 
Toyota’s changing relationships with its myriad suppliers; Etsuo Abe shows how 
the management policies of the Japanese steel firm, NKK, were successful in the 
1960s and 1970s, but failed to come to terms with changing conditions thereafter; 
Seiichiro Yonekura and Hans-Jürgen Clahsen show how a policy of ‘spinning-off 
independent companies lay behind the successful evolution of Fuji Denki from 
telephone communications to computers (Fujitsu) and then into numeric control 
and robotics (FANUC); and Takeshi Yuzawa discusses Canon's polices of 
diversification from an almost total dependence on cameras in early post-war 
years to a present concentration on business and office machines. These are 
examples only. All the papers, in fact, add considerably to the knowledge of an 
English-language readership about the history of Japanese business practice. 

Is there a ‘secret’ to Japan's business success? The implicit answer of this book 
is'no', although a number of interesting themes recur through the various chapters. 
The importance of the United States, as provider of basic technology, originator 
of business methods and business organisations, and often as a market, is brought 
out in a number of the case studies. Another theme is the prime goal of market 
share rather than profitablity which has dominated the strategies of Japanese 
companies. Also, we have the constant urge to innovate, and consequently to 
deploy resources in research and development. 

The book, then, is a significant addition to the literature on Japanese business. 
Business historians and students of management will find much of interest, not 
least in discovering how Japanese scholars themselves account for success and 
failure among their business enterprises. 


University of New England MALCOLM FALKUS 


THOMAS R.H. HAVENS, Architects of Affluence: The Tsutsumi Family and the 
Seibu Enterprises in 20th Century Japan (Cambridge, MA; Harvard University 
Press, 1994. Pp.xv + 335; illus. ISBN 0 674 04360 X, £35.95). 


This book is stimulating, instructive to those who are not Japanese specialists, 
and, what is more, a first-class read. A survey carried out in 1992 found that only 
three out of ten Japanese men in their twenties thought that work was the most 
important thing in life. This startling observation, so much at odds with conven- 
tional western understanding, provides the underlying theme in this book, which 
offers a fascinating perspectivé on the recent in Japanese leisure through a 
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business history of the largest enterprise that has exploited it. The linked Seibu 
and Saison businesses created a formidable strategic position in the Japanese 
service sector from the 1950s to the 1980s, the former controlling railways, luxury 
hotels, leisure resorts and property, the latter department stores and supermarkets. 
When rapid income growth in the 1980s encouraged Japanese consumers to expand 
their expenditure on leisure and consumption goods dramatically, the two firms 
were thus able to grow at an unprecedented rate: Seibu diversifying into sports, 
leisure and tourism; Saison into information, finance, vacations, cultural products 
and restaurants. 

Havens is blessed by a wild cast of characters, well known in Japan. The 
founding father was ‘Pistol’ Tsutsumi, a Speaker of the Japanese Diet in violent 
times, whose energetic private life produced two half-brothers who now control 
the two businesses. His business inheritance was split after a row with the elder. 
The younger, who owns the Seibu business, has subsequently become possibly the 
richest private individual in the world and is widely regarded as the most powerful 
political figure in Japan, despite having no formal political position. He has 
retained a deeply traditional approach to management. The younger, who was 
only allowed to manage and not own the Saison business, began his adult life as a 
committed Marxist student, remains a poet of repute and has become a creative 
and subtle predictor of consumer trends as well as a managerial innovator. 

But the book is more than a good soap opera. It sets the story of these remark- 
able personalities solidly in the context of two important broader themes. The 
first is that of the evolution of Japanese expenditure patterns over recent decades, 
and especially in the 1980s. Here he writes with interest and perception about the 
segmentation created by generational differences and the transformation in 
Japanese attitudes towards consumer tastes and leisure. As always, such a 
discussion penetrates to the heart of social and psychological change. 

Alongside the discussion of macro issues, the book also provides a discussion 
of the tension between the traditional management methods favoured by the 
Seibu business, and the more innovative, rather self-consciously innovative 
methods of Saison. These contrasts reflect in some degree the nature of the busines- 
ses in which they specialised, with Saison basing its growth on an entrepreneurial 
approach to Japanese life style and taste in its retailing and other consumer activi- 
ties. There is a striking discussion of the ‘new self concept pioneered by Saison in 
the early 1980s, with an emphasis on highly segmented markets and the new 
personal values shared by many younger urban Japanese consumers. The company 
developed a holding company type structure in the later 1980s, not based on 
financial control, but on the agglomeration of ideas of strategic significance, avail- 
able to all members of the group. 

Both firms remain outside the conventional structures of Japanese business 
life. They were free from zaibatsu and keiretsu connections, being financed by an 
enormous land bank created before 1960, that subsequently benefited from 
appreciation with Japanese economic development. Both had no significant 
connections with manufacturing industry. Both had little to do with the industrial 
bureaucracy in the Japanese civil service, though they did have strong political 
links. The discussion provides a feeling of the tension and dynamic in Japanese 
business and society in the last two decades, and suggestive clues as to the directions 
in which it may move in the future. 

This study is based on interviews and an extensive business history and periodi- 
cal literature, for the history of the two businesses is widely discussed in Japanese. 
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I am not competent to assess the skill or accuracy with which these sources have 
been interpreted by Havens, but found the book a valuable and absorbing 
commentary on Japanese business and society illuminating far more issues than 
can be reported in a brief review. 


Lancaster University OLIVER M WESTALL 


ROBERT FITZGERALD (ed.), The Competitive Advantages of Far Eastern Business 
(London, Frank Cass 1994. Pp.vi + 112. Hb ISBN 0 7146 4592 3 £22.50; pb ISBN 
07146 4144 8, £13.50). 


The title of this slim volume is deliberately intended to echo that of Michael 
Porter's 1990 book The Competitive Advantages of Nations in that it attempts to 
account for the success of five of the dynamic East Asian economies; Japan, Hong 
Kong, Singapore, South Korea and Tarwan. The application of Porter’s ‘diamond’ 
of national competitive advantage to the country studies represents a different but 
complementary methodology to the more formalistic policy approach adopted by 
important recent work on the subject such as Robert Wade's Governing the 
Market: Economic Theory and the Role of Government in East Asian Industrialisa- 
tion (Princeton, NJ, 1990) and the World Bank's The East Asian Miracle: Economic 
Growth and Public Policy (Oxford, 1993). These latter two studies are primarily 
concerned with addressing the issue of government's potential role in promoting 
economic development via trade and industrial policy. Government policy inter- 
vention (or its absence) however, is only implicit in Porter's approach which 
identifies four key determinants of countries’ competitive advantage — the 
‘diamond’: factor conditions; firm strategy, structure and rivalry; the presence of 
related and supporting industries or ‘industrial clusters’; and demand conditions. 
The fundamental difference between the two methodologies is Porter's concern 
with competitive as opposed to comparative advantage although this distinction is 
rather fine at the margin. 

This collection first appeared as the first issue of a new journal, Studies in Far 
Eastern Business, and contains, in addition to the five country studies, an intro- 
ductory chapter by Fitzgerald. The preference for a Porterian rather than a 
Chandlerian approach is justified because its relevant denominator is the nation 
state rather than the firm; an argument somewhat negated by the use of business 
rather than nations in the book title! The stated intention is to test the applicability 
of Porter’s ‘diamond’, derived from examination of the leading industrialised 
economies, to the development of the culturally distinct East Asian countries. 
Each of the five relatively brief country case-study chapters - Dong-Sung Cho 
on (South) Korea, Yoshitaka Suzuki on Japan, Siow-yue Chia on Singapore, 
S.G. Redding on Hong Kong and Lawrence J. Lau on Taiwan — provide an 
overview of recent economic developments, some discussion of key industries, 
and a critique of the applicability of the Porter ‘diamond’ to the country in 
question. For all of the countries except Taiwan, the authors argue that the Porter 
approach is insufficient to explain the success of these economies. The studies 
raise several critical issues: whether the nation state is the appropriate denomina- 
tor of economic performance given the cohesive presence of distinct linguistic 

. and/or ethnic groups; the small size of nations, particularly Singapore and Hong 
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Kong, given that the Porter approach regards them as essentially non-viable; the 
diversity of business organisation in the region — the keiretsu structure of Japanese 
inter-firm relations, the Korean chaebols, the predominance of small- and 
medium-sized firms in Hong Kong and Taiwan and the ‘crowding-out’ of indigen- 
ous entrepreneurial activity in Singapore by the overwhelming presence of multi- 
national enterprises; and the dependence upon cross-sectional analysis at the 
expense of dynamic perspective, a criticism also levelled at comparative advantage. 

Critical assessment of this volume is dependent upon the extent to which it 
contributes to the growing literature on East Asian industrialisation or whether it 
is merely testing the efficacy of Porter’s ‘diamond’. The country studies themselves, 
while informative to varying degrees and inconsistent in approach and data use, 
provide no new fundamental insights into the origins of East Asian industrial 
success. Their concern is primarily with ‘testing’ the applicability of the Porter 
model although most business historians would probably expect greater rigour in 
drawing such conclusions from rather descriptive information. For undergraduate 
students, The Competitive Advantages of Far Eastern Business offers a brief 
accessible supplement to the Wade and World Bank volumes as an introduction 
to four of the world’s most dynamic economies over the last three decades. 


Lancaster University ROBERT READ 


DAVID WEST RUDNER, Caste and Capitalism in Colonial India: The Nattukottai 
Chettiars (Berkeley, CA: University of California Press, 1994. Pp. xxviii + 341; 
illus.; maps. Hb ISBN 0 520 07236 7, $50; pb ISBN 0 520 08350 4, $818. 


This is primarily a business history analysing the banking practices of the Nattukotai 
Chettiars [Nakarattars], the chief banking caste of South India in the period 1870— 
1930. It goes much further than this in assessing the business world of the 
Nakarattars in the widest sense. As well as their crucial role in the financing of 
trade and commerce of South India and South-East Asia, Rudner also provides 
an excellent account of caste institutions which underpinned and governed the 
economic and political world of the Nakarattars. 

Rudner's research began in the late 1970s when, in conformity to the then 
research trends, he intended to study the interaction between elite Indian 
merchants and the political authorities in the traditional urban centre of Madurai. 
However, he quickly increased the scope of his analysis to include the corporate 
caste activities involved in the conduct of business of the merchants and the 
geographical spread of his study by focusing on the Nakarattars. As such, his work 
makes a more important contribution than his original intentions would havc 
allowed. 

The Nattukottai Chettiars began as small-scale itinerant salt traders in 
seventeenth-century Tamil-speaking districts of South India before expanding 
into the more profitable business of rural moneylending and supply of credit for 
rural rice trading. By the nineteenth century, these occupations had resulted in a 
diaspora of Nakarattar activity throughout South-East Asia, from Tamilnad to 
Ceylon, Burma and Malaya. The Nakarattars became the key colonial commercial 
intermediaries in these areas providing the capital for a range of ventures be they 
on the rice frontier of Burma, the tea and coffee plantations of Ceylon or the tin 
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mines and rubber plantations of Malaya. The key to their success lay in a reputation 
for honest dealing at lower than average interest rates. The flow of remittances 
from Nakarattar ventures abroad provided a significant source of capital with 
Tamilnad itself until the depression of 1930. With economic success came the 
political privileges of elite rank as Chettiars played key roles in both the local 
Justice Party and also in the Indian National Congress. The profits of banking 
were in turn used to cement the caste structures from which the ventures had first 
sprung through the provision of charitable endowments as well as through the 
kinship roles of leading Chettiar family members. 

Rudner's study is well researched and well written. It is a constantly fascinating 
study of the area and its people from their business practices to the study of a caste 
as a whole and how individuals function within a caste. It is a pity that the study 
does not go beyond the troubled years of the 1930s. As the depression struck 
South and South-East Asia, Chettair operations were badly affected. The remit- 
tance flows dried up and many Chettiars returned home, increasing pressure on 
already hard-pressed rural areas. Many Chettiars became impoverished. The 
reduction in remittances also created problems for the local government. The 
Chettair elite faced with the diminished returns from financial services began to 
invest in local industries such as textiles, leathers and engineering. Rudner 
himself acknowledged this weakness and hopefully this will be the area of future 
research 


This is an important contribution to Indian historiography operating success- 
fully on several levels. It is a welcome addition to the work on Tamilnad, both as 
a study of the indigenous financial operations of South India, as well as increasing 
our understanding of the economic function of caste. As such Rudner's work will 
be of great interest not only to business and economic historians but social histori- 
ans and anthropologists alike. 


University of Strathclyde PATRICIA S COLLINS 


JOHN CHILD, Management in China during the Age of Reform (Cambridge: 
Cambridge University Press, 1994. Pp.ix -- 334. ISBN 0 521 420059, £35). 


Professor Child's new book can be read as a contemporary history of the Chinese 
economy, an analysis of how management is conducted in China, a practical guide 
to doing business there, and finally as a contribution to the development of 
organisational analysis. 

As a history, this book cannot attempt more than a provisional report. The 
process of economic reform is far from complete, and the approaching end of the 
Deng Xiaoping era means that the continuance of present policies cannot be 
guaranteed — even though the general tide of reform seems irreversible. 

All developing economies are tested by the tensions that arise when they set 
out to apply Western management principles and to retain their own cultural 
priorities. Chapter 2 makes clear how this unique value system has produced a 
unified leadership and authority, collectivism, mutual dependence and moral 
incentive. But culture is also an inhibiting factor. Conformity of thought and the 
fear of losing face can kill enterprise and the readiness to accept responsibility. 

Little is achieved without the protection of personal relationships within the 
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enterprise and the state and party organisations to which the enterprise is respon- 
sible. The duality of market governance and bureaucratic structures means that 
the enterprise leadership is continually occupied in manoeuvering through an 
environment that is heavily institutionalised on the one hand and prone to market 
forces on the other. For example, Chapter 6indicates how failures to adapt to new 
market conditions and to relationships not sanctioned by the culture are reflected 
to a crucial lack of information in regards to investment and purchasing decisions. 

Eleven case studies collected in Nantong and Beijing are used in Chapters 4 
and 5 to demonstrate how leadership is given on different levels of the hierarchy, 
and how the director and party secretary in each enterprise define their roles in 
relation to each other (Chapter 6). Chinese managers face high risks in having to 
satisfy the various expectations of superior authorities and their work forces 
(Chapter 9), and the Western business person needs to take these pressures into 
account before despairing of his/her Chinese counterparts' capacity to make and 
deliver upon decisions. 

The country suffers a desperate shortage of young technical and managerial 
talent. A number of training schemes are going ahead, but the continuing respect 
paid to age and hierarchical position means that a new generation cannot easily be 
moved into positions of influence. Child makes clear throughout that these 
human resource problems can only be resolved by an incremental process. 

Chapters 11-14 describe the processes of negotiating, establishing and manag- 
ing joint ventures with Chinese enterprises. It illustrates why complaints about 
dealing with the external bureaucracy cause Western business persons the greatest 
confusion. For example, joint venture law grants nominal responsibility for agreeing 
incentive systems to the board of enterprise directors; but the power structures 
are ideologically biased against incentives, and in practice local government 
bureaux are often able to set upward limits to incentives paid their nationals. 

Child surveys how joint venture involvement with foreign firms seems to be 
changing management policies and practice, but eschews taking the further step 
and asking how far this is likely to influence the culture. Culture is treated as a 
product rather than as emerging process. However, parallels found within South- 
East Asian economies suggest that contradictions between the traditional style of 
managing through patronage networks and the new emphasis on expert status are 
bound to lead to painful reappraisals of what really is unique in Chinese culture. 

In all respects other than its inadequate index, this book is of excellent value 
and is highly recommended to its various audiences. 


School of Oriental and African Studies RICHARD MEAD 


JAMES G. CARRIER, Gifts and Commodities: Exchange and Western Capualism 
since 1700 (London and New York: Routledge, 1995. Pp.xvi -- 240. ISBN 0 415 
11752 6, £45). 


This is a fascinating but frustrating book. Its aim, Carrier explains, is to develop 
the ideas that the French anthropologist Marcel Mauss put forward 70 years ago in 
his classic study The Gift. Its aims more specifically are to describe the history and 
current state of people's relationship with objects, and ‘to see how much the basic 
distinction between gifts and commodities can be applied to British and American 
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society and, by implication, to industrial capitalist societies more generally’ (p.ix). 

Carrier’s combination of social, anthropological and historical approaches 
promises a great deal. His opening discussion and development of Mauss’s ideas 
raise a series of intriguing issues concerning retailing, shopping and the giving of 
gifts. His subsequent analysis of the history of production suggests, not very 
surprisingly, that workers have become increasingly alienated from the com- 
modities that they produce. His analysis of the history of circulation is much more 
onginal: it suggests that consumers, in their turn, have become increasingly 
alienated from the commodities that they consume; retailers’ attempts to appeal 
to the passing trade; the establishment of mail order, chain and multiple stores; 
the employment of wage workers; and the introduction of fixed pricing, manu- 
facturers’ brands and manufacturers’ advertising all, it is argued, exercised a 
significant, alienating effect. 

However, Carrier is aware too that commodities cannot be distinguished 
simply and unambiguously from gifts. Indeed, some of the most fascinating 
passages in the book are those in which he explores the relationship between 
commodities, possessions and gifts. He examines, for example, the ways in which 
mail-order retailers use their catalogues to make their commodities appear like 
possessions, and the ways in which Christmas shoppers seek to convert shop- 
bought commodities into gifts suitable for giving to family, friends and acquaint- 
ances. Wrapping presents, he shows, is one way in which we give impersonal 
commodities an appropriate social meaning. 

Unfortunately, the book’s promise is by no means fully fulfilled. For one thing, 
the discussion of the history of production is unduly schematic and fails to take 
account of the latest historical scholarship. For another, the historical dimension 
becomes unnecessarily foreshortened: the discussion of mail-order catalogues, 
for example, goes back fewer than ten years. Most telling of all, the British- 
United States comparison is not pursued with the rigour and consistency that one 
might expect. For, whereas in some sections of the book examples are drawn from 
France, Canada and Japan, in others material is taken exclusively from the 
United States of America — and disproportionately from a handful of works such 
as Theodore Caplin's celebrated studies of ‘Middleton’, USA. Clearly, such an 
approach provides a somewhat inadequate basis from which to attempt to draw 
out implications more generally about development in America, Britain and 
other modern industrial capitalist societies. 

However, what Gifts and Commodines lacks in rigour, it makes up for with a 
fruitful eclecticism. This book should be read for what it is: an engaging and 
invigorating challenge which raises issues that are — or should be — of fundamental 
concern to business historians and others interested in the history of retailing and 
shopping. 


University of Wolverhampton JOHN BENSON 
M.F. GUILLEN, Models of Management: Work, Authority, and Organisation in a 
Comparative Perspective (Chicago: University Press, 1994. Pp.xiii -- 424. ISBN O 
226 31035, 3, £18.95). 


This book examines a comparative sociological and histoncal study of theones of 
organisation, management, and work, focusing on the US, Germany, Spain and 
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Britain. The stated intention is in part to extend and develop the classic sociological 
study by Reinhard Bendix, Work and Authority in Industry, first published in 1956. 

Guillen identifies three main models or paradigms of management which offer 
distinctive diagnoses and solutions to problems of work and organisation. He is 
concerned both with the thinking of management intellectuals and the reality of 
management practitioners; he also distinguishes between organisational ideologies 
of self-reassurance and persuasion and actual sets of real techniques as used by 
managers. The first of the three models is scientific management, with origins at the 
beginning of this century; according to Guillen, its emphasis was on centralisation 
of management, work simplification, piecework motivation, and one best way of 
doing things; its main proponents were people such as Taylor, Ford, and Bedaux. 
The second model 1s the human relations paradigm, dating from the 1930s in the 
US; its emphasis was on softer aspects of co-operation, good group working, job 
enrichment, and worker participation; among the prominent advocates in the US 
were Mayo, Barnard, and McGregor. The third paradigm is what Guillen calls 
structural analysis, emerging in the late 1950s; its emphasis, among other things, 
is On contingency, structure-environment fit, and the multidivisional form of 
organisation; the list of names associated with this approach are long, but include 
Sloan, Drucker, March and Simon, Woodward, and Chandler. This analysis of 
paradigms gives the author a useful handle on present-day management ideologies 
and techniques. Thus he has some useful insights on such fashionable concepts as 
lean production and total quality management which he sees as examples of 
modern eclecticism incorporating parts of earlier paradigms. 

These models were adopted differentially between the four countries. The US 
was, for the most part, the home of all three models, though this is no to deny 
indigenous growth in the other countries. The British business elite at first rejected 
scientific management, early developed their own version of human relations and 
socio-technical systems theory, and were reasonably quick to adopt structural 
analysis. Germany quickly adopted scientific management and industrial rationali- 
sation (but without de-skilling); rejected the human relations approach; but was 
more receptive to structural analysis. Spanish management thinkers and practi- 
tioners took only slowly to scientific management; were more attracted to human 
relations, but with slow adaptation; and showed little interest in structural analysis. 
The main determinants of national adoption are seen as particular institutional 
configurations in each country. Thus seven main institutional factors are singled 
out as favouring or impeding adoption; structural change, international pressure 
and opportunities, labour unrest, business clite mentalities, professional com- 
petence, the role of the state, and worker responses. Over time, however, he also 
discerns an oscillation between rational and natural, hard and soft approaches: 
from scientific management (rational), to human relations (natural), to structural 
analysis (rational), and at the present time a swing back to softer, natural 
approaches with an interest in cultural and human resource approaches. 

This is an impressive book, both in terms of its broad sweep and wide overview 
of the literature. The empirical data is drawn from the secondary literature 
(including business histories) and from an interesting contents analysis of journals. 
However, despite the reviewer's enthusiasm, some critical points should be 
registered. First, while one may be able to identify scientific management and 
human relations ideologies and techniques, it is much less clear that one can 
identify a distinct structural analysis approach. In places this approach encompas- 
ses an extremely broad macro- and micro-set of ideas and techniques; in other 


170 BUSINESS HISTORY 


places it comes down to a focus on the multidivisional form of organisation. It 
includes within its very broad ambit those who are clearly practitioners and 
ideologues such as Sloan and Drucker and those whose approach is essentially 
scholarly such as Chandler. Second, though centrally aware of and concerned 
with the interplay between ideas and practice, Guillen does at times slip into an 
assumption that the ideas of management intellectuals preceded those of manage- 
ment practitioners. This is an easy trap into which to fall, especially given the 
easier accessibility of writings by management theorists. However, as, for example, 
in the case of scientific management, it was certainly the case in the US, Britain, 
and Germany, that actual practice in terms of production techniques preceded the 
writings of people such as Taylor; though, of course, subsequently theorists influ- 
enced practice. Thirdly, Guillen's framework of seven preconditioning factors is 
rather too broad as an explanatory model and at times descends into description. 
As set out, it is really a device for the organisation and presentation of data. Some 
of the variables might have been collapsed into one another to produce a more 
parsimonious and elegant framework. Basically, Guillen has an explanation in 
terms of markets, firms, and key actors (employers and their hierarchies, workers 
and their organisations, and the state and its agencies). 

In conclusion, this is an impressive and thought-provoking contribution to the 
literature on comparative business history and organisational sociology. It provides 
a combination of new empirical data, new perspectives, and a broad ranging 
synthesis. It is to be recommended to scholars and could be usefully recommended 
for reading on both undergraduate and postgraduate courses in organisational 
sociology, comparative management, and business history. 


University of Oxford HOWARD GOSPEL 


ALICE TEICHOVA, TERRY GOURVISH and AGNES POGÁNY (eds.), Universal 
Banking in the Twentieth Century: Finance, Industry and the State in North and 
Central Europe (Aldershot: Edward Elgar, 1994. Pp.xiv + 308. ISBN 185278977 
8, £59.95). 


This volume is the latest in a series of research reports on the historical role of 
banks in the provision of industrial finance in a number of ‘small’ countries of 
northern and central Europe. This particular collection of essays arises from a 
conference held at Budapest. The period covered is essentially the late nineteenth 
and early twentieth centuries — with much material on the troubled inter-war 
years — and, geographically, the essays deal with the central European states of 
the old Habsburg empire (Austria, Hungary, and Czechoslovakia) and Scandina- 
via (Denmark, Norway and Sweden), plus a paper on Greece. Inevitably, the 
quality of the contribution is somewhat mixed, and the editors have had some 
difficulty in imposing a methodological and theoretical approach that binds them 
all together. The essays are grouped into four sections: Continuity and Discontin- 
uity in Historical Perspective, Central Banks, the State and Universal Banks, 
Universal Banks and Industry, Bankers and Bank-Industry Networks. 

The book does not set out to provide definitive histories of the development of 
universal banking i in the chosen countries. It is rather less well focused, bringing 
together a series of specialist studies which deal with particular slices of financial 
history in some of the countries where universal banking was the norm. Banking 
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practice in the central European states, in particular, followed the German 
pattern, with the provision of renewable short-term credits for industry, company 
flotation and issuing services, equity holdings by the banks and interlocking 
directorships between industrial and financial firms. A common feature of the 
bank-industry relationship was the mutually supportive Konzern (or select group) 
of client firms which enjoyed an especially close relationship with a particular 
bank over a long period. Such concentration provided the bank with more 
detailed information about borrowers — and, thus, potentially reduced risk — than 
normally available in a market-oriented financial system such as that which came 
to develop in the UK. In return, industrial firms within the Konzern gained 
privileged access to the bank's credit. This is not to say that the universal banking 
system was efficient or led to more effective industrial investment than alternative 
banking systems. Indeed, a comparison with British developments would suggest 
two qualifications to any general advocacy of universal banking. First, the studies 
in this book confirm the well-recognised fact that for the pre-World War II period, 
European financial markets were much less well developed than in Britain and, 
significantly, that the emergence of multi-functional 'universal' banks were 
largely a response to deficiences in those markets. Secondly, itis also clear that, in 
comparison, the British credit banking system proved much more stable, especially 
in the inter-war period. In fact, the specialist studies in the book are disappoint- 
ingly devoid of formal assessments of the 'system' of universal banking as one 
means or organising financial markets, and they only rarely make explicit use of 
comparative history. Even so, the overall standard of historical research and 
exposition is high and the volume represents a significant addition to our know- 
ledge of how universal banks operated outside the main countries of Europe. 
There is also an interesting historical comparison to be drawn between how the 
former states of the old Habsburg Empire reacted to national and economic 
freedom after World War I and how central and eastern European states are now 
coping with the demise of the Soviet empire. 


University of Leeds MICHAEL COLLINS 


KAREL WILLIAMS, COLIN HASLAM, SUKHDEV JOHAL and JOHN WILLIAMS, 
Cars: Analysis, History, Cases (Providence, RI: Berghahn Books, 1994. Pp.xiv + 
258. Hb ISBN 1 57181 850 2, $49.95; pb ISBN 57181 850 0, $22.95). 


Written by a team of authors with a strong accounting background, this slim volume 
covers a great deal of ground relating to the history of the automobile industry and 
contemporary trends. It challenges most of the recent work on the industry 
written by social historians and mainstream organisational theorists and claims to 
offer a different interpretation of the key factors determining company success. It 
ises the process of manufacturing automobiles as repetitive man i 
involving the movement of thousands of heavy, bulky and awkward components. 
High levels of labour productivity require 'pathway standardisation' which is 
achieved only when plants are run near full capacity. Running near full capacity 
requires capturing sufficient market share. Hence it is argued that the success of 
companies such as Ford at the beginning of the century and Toyota more recently, 
and the lack of success of companies such as BMC in the 1970s, reflected external 
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market conditions rather than decisions regarding how to organise production. 
Much of the book is organised around an attack on the recent interest in lean 
production as promoted by Womack et al. in their volume The Machine That 
Changed the World. Lean production has been promoted as a more efficient, 
effort saving production strategy. The proponents of lean production argue that 
the rise of Japan as a powerhouse in the automobile industry and the decline of 
European and North American assemblers can largely be explained by the Japanese 
success in implementing lean production and the failure of this system to take hold 
outside of Japan. Williams et a/. quite correctly challenge this simplistic interpre- 
tation. They argue that, in terms of labour productivity, the gap between Japanese 
and non-Japanese assemblers is narrower than 1s often suggested, and that the 
financial problems facing non-Japanese assemblers have more to do with instability 
in the demand for cars in their primary markets, structural differences such as 
wage gradients in supplier networks, and differences in social agreements, that is, 
agreements regarding pay levels, effort norms, and working conditions. Their 
argument is well supported by numerous tables. It is convincing and important, as 
it raises questions about both simplistic productionist reponses to the current 
crisis with non-Japanese vehicle assembly companies as well as suggesting that 
political intervention is needed to restore these sectors to economic health. 
Economic and social historians will find the authors’ heavy reliance on market 
conditions as the main factor explaining the success of vehicle assemblers prior to 
the 1970s less interesting. Most will find the characterisation of their work by 
Williams et al. rather puzzling, Labelling much of the work of social historians as 
‘Myth, Romance and Illusion’, the authors ‘deconstruct’ what they see as an 
excessive reliance on the moving assembly line as the critical factor of the Fordist 
revolution. This is an extreme over-simplification. Social historians have tried to 
show that Fordism differed fundamentally from the nineteenth-century craft 
system which preceded it and that it represented an important change in the social 
organisation of production. It is true that Williams ef al. place different emphasis 
on some of the factors embodying Fordism, such as social factors versus market 
factors. However, there is in fact much less disagreement than they would have 
the reader believe regarding the basic components of Fordism or that the moving 
assembly line was only the culmination of a series of change initiated around 1907 
at the Ford Motor Company. In their desire to simplify the message of previous 
work on Henry Ford, a need driven largely by the deconstructionist methodology, 
and their objective, in their words 'to destroy' other approaches, they have 
ignored the richness and subtlety of some of the more recent work in the area. 
None the less, thisis an important book, full of useful material and worth reading. 


McMaster University WAYNE LEWCHUK 


GEORGE GRANTHAM and MARY MACKINNON (eds.), Labour Market Evolution: 
The Economic History of Market Integration, Wage Flexibility and the Employment 
Relation (London: Routledge, 1994. Pp.xiv + 322; ISBN 0 415 10865 9, £45). 


This volume was designed to provide a venue for the considerable amount of work 
emerging on the operation of nineteenth and twentieth century labour markets. 
Its focus is limited in the sense that it neglects features such as the development of 
trade unions and the impact of social legislation in favour of the analysis of 
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regional labour market integration, job-attachments, hours of work, and wage 
flexibility. The central premise is that to understand modern labour markets one has 
to examine their historical development. Drawing upon modern labour economic 
theory and quantitative technique, the authors address some key questions of 
labour market evolution in western Europe and North America since 1500. 

The quality of the contributions is uniformly high though they do not make for 
light reading. It would be invidious to select particular papers. Taken together 
they address a sufficiently wide range of themes to attract the attention of economic 
and business historians, historical sociologists and applied economists alike. 
There are discussions of pre-industrial labour markets and the extent of geogra- 
phical and regional labour market integration in both France and England. The 
flexibility of wages to demand shocks is examined in general terms for major cities 
in the English-speaking world between 1879 and 1913 (Manchester, Chicago, San 
Francisco, Toronto, Vancouver, and Sydney), more specifically for Edwardian 
and inter-war Britain, and in the Weimar republic. Worker’s responses to cyclical 
or seasonal conditions via migration or, in a more limited though critical respect, 
in their reaction to employers’ efforts to affect the labour contract, are reviewed 
for Ireland and the USA during the late nineteenth and twentieth centuries. 

This is an edited book of conference papers and is, like all others of its genre, 
at risk ofthe usual criticism of lack of focus, an inadequate conclusion or, at worst, 
8 publishing venture of convenience to the contributors alone. But such criticisms 
would be unjust in this case. The authors write with a clear appreciation of the 
potential value of their research for other academics. There are two interesting 
pieces on economic history and the history of labour markets, and a labour econo- 
mist's perspective on the gains to be had from increased interaction with economic 
historians. The more general questions thrown up by the detailed research papers 
focus on labour market flexibility, how wages and workers responded to shifting 
economic circumstances in the short term and long term both within and between 
countries, and how such changes affected employer/employee relationships. 

The authors draw readily upon economic theory and statistical analysis but 
ably demonstrate both the benefit economists can gain from studying historical 
labour markets and the useful range of analytical approaches available to economic 
historians concerning market failure. As one of the papers points out, the manner 
in which institutions influence agents' decisions in the short run affect labour 
market outcomes. This in turn requires an historical perspective on how institutions 
have evolved as a means of understanding how they currently function. Likewise, 
historical evidence provides a wealth of examples against which to test theories of 
labour markets and the stylized facts upon which they are based. These papers do 
not disappoint in their blend of econometrics, labour economics and economic 
history. They make for rigorous but rewarding reading. 


University of Birmingham W.R GARSIDE 
NATALIE McPHERSON Machines and Economic Growth: The Implications for 
Growth Theory of the History of the Industrial Revolution (Wesport, Greenwood 
Press, 1994. Pp.xiv + 265; ISBN 0 313 29255 8, £35.95). 


This is a very ambitious book which seeks within fairly modest dimensions to 
provide both a historical survey of modern economic growth and an explanation 
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of it. The structure of the book is dominated by sequential development, successive 
chapters describing economic growth from eighteenth-century British industriali- 
sation progessively to the impact of oil price increases and Third World debt in the 
1970s and 1980s. The survey ranges widely and encompasses European, North 
American and Japanese industrialisation and the problems of developing econo- 
mies like Brazil and India. 

The central thesis advanced is that technology drives industrialisation, as 
described in Schumpeter's theory of growth, according to which equilibrium is 
disturbed by the introduction of new commodities by entrepreneurs. This opens 
up 8 variety of opportunities and the process advances by generating increases in 
labour productivity. It is the introduction of labour-saving technology in high 
wage countries which started and which continues to sustain economic growth. 
The principal thesis comprises two elements: innovation leads to labour-saving 
growth, and the growth of wages sustains the process of a virtuous circle. 

This is an interesting and plausible thesis which could and should have been 
developed far more fully. The choice of theoretical antecedents is rather strange. 
Schumpeter's growth model is very vague on specific mechanisms and impossible 
to estimate empirically, while classical distribution theory is quoted in support but 
without its central assumption that the wage was determined by subsistence 
requirements. This theoretical underpinning is contrasted with the firm rejection 
of what Dr McPherson calis 'standard theory'. This is frequently berated but 
never really defined and appears to refer to neo-classical theory. Thus the 
Harrod-Domar growth model is chastised for failing to explain historical growth 
without any recognition that is never aspired to achieve that task. 

More importantly, the prime emphasis on a historical narrative, necessarily 
simplistic, means that the explanatory thesis is diffuse, appearing primarily as 
periodic comment. The emphasis on technology to generate growth provides a 
very narrow perspective, and the fact that this fails to explain a large amount of 
modern growth is rather casually skipped over. The notion that growth is a virtuous 
circle because returns to growth accrue to labour rather than to capital will seem 
curious to some observers of the contemporary scene where large executive pay 
awards are counterposed against redundancies, and little is said about unemploy- 
ment or the persistance of poverty in affluent economies. The thesis suggests an 
explanation of business cycles as variation in profitability leading to periodic 
phases of recession and growth, although the 1929 depression is explained in one 
and half pages, largely in terms of Kindleberger's thesis that the international 
system lacked leadership. There are also some curious omissions. The impact of 
labour-saving technology on income and technological choice is stressed heavily, 
but there is no reference to Lazonick's voluminous work in this area. 

The overall effect is disappointing. The main thesis is insufficiently developed, 
the historical narrative is conventional but rather slight, and much of the economic 
theory is misinterpreted if not misunderstood. This is a pity because there is an 
interesting thesis encapsulated here, enough to warrant a further and better 
focused attempt. 


University of Aberdeen CLIVE H LEE 
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JOHN HAGEDOORN (ed.), Technical Change and the World Economy: Converg- 
ence and Divergence in Technology Strategies (Cheltenham: Edward Elgar 
Publishing Ltd, 1995. Pp.xv + 237; ISBN 1 85898 089 5, £45). 


This book, based on a collection of papers selected from the MERIT (Maastricht 
Economic Research Institute on Innovation and Technology) Conference held in 
December 1992, considers a number of different aspects to determine whether 
convergence or divergence is occurring in national economic growth rates and 
national rates and patterns of technical change. The first chapter by Chesnais 
considers technology's role as a location factor for multinational firms (MNEs) 
which should be preserved by individual countries and provides a background for 
three broader themes covered in the book. 

The first theme reappraises the conventional view of the emergence of techno- 
logical convergence or divergence among nations, as a process of catching up or 
falling behind relative to the country that represents the technological frontier. 
The chapters by Freeman and Hagedoorn — using research and development 
(R&D) expenditures as a proportion of GDP and shares of US patenting, and 
Patel and Pavitt — using revealed technological Advantage (RTA) measures, both 
indicate a degree of convergence occurring among the advanced economies (the 
Triad of United States, Japan and Europe - EC and EFTA, although a closer look 
at Europe reveals divergence occurring within Europe itself). Certain countries in 
the NICs (newly industrialised countries) notably Taiwan and South Korea, are 
rapidly catching up but the remaining NICs and third-world countries indicate 
some divergence. However, deeper analysis reveals that the sectoral specialisa- 
tions of the Triad remained historically stable; the majority of US patenting 
activity conducted within them was home-based; in the last decade strategic 
technological alliances have been heavily concentrated among developed econo- 
mies; and when considering R&D focused alliances alone, these occurred solely 
among the Triad countries. Duysters and Hagedoorn's firm-level study of 
information technology, in fact, finds little evidence of convergence among firms 
of the Triad countries, except for in the area of R&D intensity. The firms of each 
country are found to have more characteristics in common with other national 
companies than with firms from the same technological group. The notions of 
path-dependency, technological knowledge accumulation (both codified and 
tacit), and the localisation of learning activities can be seen to contribute strongly 
to the formation of national innovation systems (NISs) and restrain the extent to 
which nations can converge, not necessarily in terms of their levels of technolo- 
gical activity, but certainly in terms of their fields of activity. 

A. second broad theme in the book deals with the process of knowledge 
diffusion; both Kogut et al. and Foray deal with this, but with entirely different 
approaches. Kogut et al. study the role of inter-firm networks between large and 
small firms in the biotechnology and semiconductor industries (as opposed to the 
chapter by Mytelka, which considers the role of large firm collaboration in the 
failure of the ESPRIT programme and so complements the work by Kogut et al.). 
They find that stronger more extensive linkages between such firms within one 
country encourages less diffusion of technology across national borders, but the 
weaker these linkages the greater the likelihood of international co-operation and 
hence diffusion However, unlike in conventional theory, Kogut et al. conclude 
that the diffusion of scientific knowledge can enhance a fundamental deepening 
of national industrial networks rather than necessarily bring them towards 
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convergence. Foray, on the other hand, considers the patent system as a means of 
encouraging and co-ordinating the diffusion of technology and thereby obtaining 
greater levels of output from innovative resources. However, Foray feels that this 
will necessitate loss in technological diversity between nations through a process 
of convergence, which in itself is not a desirable outcome. 

Also concerned with information diffusion, but with greater emphasis on the 
role of monopoly power in this process, are Van Dijk and Van Cayseele. They 
consider the welfare implications of parallel patentmg in a number of individual 
national patent systems against patenting under a single European patent, and 
find in favour of the European system as it affords less monopoly power to the 
innovator/inventor, yet still yields some degree of protection for his innovation/ 
invention. Van Weyberg and Van Witteloostuijn's chapter is closely allied to this 
problem of monopoly power which arises when co-operative R&D ventures are 
encouraged. Rather than offering any strict conclusions about the matter, they 
merely discuss the problem of achieving the correct balance between encouraging 
such ventures which favour the diffusion of knowledge and hence the encourage- 
ment of co-ordinated moves toward convergence within Europe, without breaching 
the anti-trust laws established under the Treaty of Rome. 

Overall this book indicates that there is little movement towards technolgocal 
convergence within the Triad group, and even less so at a broader global level. 
Many of the reasons behinds this lie with the fact that NISs are formed by the 
historical accumulation of technology, and that this in turn shapes the technologi- 
cal strengths of the firms in each country. The book's overall conclusions are 
consistent with other literature in the field, but moreover this book questions 
whether a large degree of convergence is either viable or indeed desirable and in 
this way offers fresh insights into the issue and can be considered to be a valuable 
addition to this hot topic of current research. 


University of Reading FELICIA M FAI 


TONY ELGAR and CHRIS SMITH, Global Japanization? The Transnational 
Transformation of the Labour Process (London: Routledge, 1994. Pp.xvi + 391. 
ISBN 0 415 08586 1, £16.95). 


For three decades business history has been largely a project of charting the rise of 
the multidivisional firm in America and its uneven diffusion across the capitalist 
world. But, despite a burgeoning literature charting the impact of Taylorism on 
the shopfloor, mainstream business history concentrated on the boardroom, on 
the experiences of executives rather than the workforce as a whole. The recent 
travails of American corporate behemoths have raised real doubts about the 
nature of their histonc competitive advantages and whether these same factors 
are acting as a dragweight on current performance. The success of Japanese 
companies in mature Western markets has highlighted the importance of 
decision-making processes below corporate level and of flexible work organisation 
to competitiveness. This international collection of essays reviews the extent to 
which Japanese working practices have been emulated by Western companies or 
transferred by Japanese foreign direct investment. In a fine opening overview 
Elgar and Smith remind us that to focus solely at the level of the firm is to neglect 
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the key role in the firm and international currency markets in shaping the long- 
term development of Japanese business and the nature and timing of its overseas 
expansion. The extraordinary burst of overseas investment in the second half of 
the 1980s was triggered by a sharp drop in the value of the dollar against the yen. 
The resulting Japanese corporate feeding frenzy was dominated not by the 
construction of greenfield manufacturing sites but by mergers, take-overs and 
property speculation. It remains an open question whether Japanese acquisitions 
in the service sector have resulted in a major restructuring of white-collar or 
professional labour. 

The essays are mainly drawn from Japanese transplants or Western factories 
pursuing flexible, high commitment models of shopfloor management. Global 
Japanization? ranges acorss British consumer electronic plants, through Italian 
and Brazilian car factories, to the labour market strategies of Japanese steel 
companies. Above all, the authors highlight the complex, dynamic, and 
differentiated nature of ‘the’ Japanese model itself and the limits to its diffusion 
across the globe. Particularly notable are Laurie Graham's insider’s account of 
life in a Japanese car plant in the American Midwest and of the long-term restruc- 
turing of work processes in Fiat's highly automated Mirafiori plant. The strength 
of the collection is that it penetrates beneath easy generalisations to assess the 
interaction between new visions of organisation and deeply embedded national 
and sectoral institutional patterns. For business historians concerned with the rise 
of Fordist bureaucracies Global Japanization? provides a bottom-up view of the 
slow disintegration of the certainties of a corporate world in the closing years of 
the twentieth century. 


University of Stirling ALAN McKINLAY 


JOHN THOBURN, Tin in the World Economy (Edinburgh: Edinburgh University 
Press, 1994. Pp.vii + 212; illus. ISBN 0 748605169, £39.50). 


A cover note tells us that this book is part of a series on Commodities in the Inter- 
national Economy, edited by Bill Albert and Adrian Graves. All volumes in the 
series are written to a common format and are designed to introduce the general 
reader to the subject as well as being stimulating to the expert. John Thoburn 
approaches his task from a long-established research record in his subject and 
succeeds admirably in compressing a large, diverse and complex subject into a 
readable account of slim proportions. There are inevitably points at which one 
wishes he had enquired more carefully — such as the section on the Cornish mining 
industry in the nineteenth century and methods of underground mining — but 
generally the book is written with well justified confidence and authonty. 

After a general introduction to tin as a commodity — patterns of production and 
consumption; market organisation and control; technology and business organi- 
sation; tin mining and economic development — the main part of the work takes a 
chronological view of the development of the industry from the mid-nineteenth 
century to the present day. It divides around the First and Second World Wars 
and three final chapters look in most detail at the period from the 1940s to the 
present. The author is clearly most at home in the modern period and the main 
weight of the book is to be found here. The approach and structure of the various 
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chapters changes as the chronology progresses, from broad accounts of the 
development of the industry in the main tin exporting countries in the early 
chapters, to a blend of business history and political economy on an examination 
of the tin market and its organisation in the later sections. As Thoburn explains, at 
different periods, different issues dominate. During this progression, good use is 
made of tabular data and a few illustrations, but a complete absence of maps is a 
surprising and disappointing omission. 

Although each chapter ends with a useful summary of the principal issues 
raised, the evolutionary nature of the book makes it difficult to tease out the 
central and continuing themes in the industry’s development, and the particular 
characteristics which differentiate it from the other main non-ferrous metals. One 
theme that does force its way through is the continued importance of shallow, 
easily worked placer deposits for total world output. This has militated against 
large multinational company involvement in the industry until recent times and 
has ensured the continued survival of small operators. Yet this is the industry 
which has seen more successful attempts at cartelisation and international price 
control than any other. Here is a commodity, the production and marketing of 
which differs considerably from like products, such as copper, zinc, lead and gold, 
and greater comparative analysis would have been useful and enlightening. But it 
is the mark of any successful book that it provides the material and the inspiration 
to write a better one. This one will be taken up and read with interest by a large 
and wide-ranging audience and provides a masterful review of one of the major 
internationally traded commodities at the end of the twentieth century. 


University of Exeter ROGER BURT 


BOOKS RECEIVED 


ALLAN H MELTZER, Money, Credit and Policy (Cheltenham: Edward Elgar, 
1995. Pp.448. ISBN 1 85898 208 1, £49.95). 


PHILIP ARESTIS and MIKE MARSHALL (eds.), The Political Economy of Full 
Employment: Conservatism, Corporatism and Institutional Change (Cheltenham: 
Edward Elgar, 1995. Pp.296. ISBN 1 85278 880 1, £49.95). 


PETER SCHOLLIERS and VERA ZAMAGNI (eds.), Labour’s Reward: Real Wages 
and Economic Change in Nineteenth and Twentieth Century Europe (Cheltenham: 
Edward Elgar, 1995. Pp.320. ISBN 1 85278 971 9, £55). 


PETER E. EARL, Microeconomics for Business and Marketing: Lectures, Cases and 
Worked Essays (Cheltenham: Edward Elgar, 1995. Pp.448. ISBN 1 85278 861 5, 
£45). 


SHEILA C. DOW (ed.), Keynes, Knowledge and Uncertainty (Cheltenham: Edward 
Elgar, 1995. Pp.448. ISBN 1 85278 873 9, £49.95). 


GEORGE W. HILTON, Eastland: Legacy of the Titanic (Stanford: Stanford Univers- 
ity Press, 1995. Pp.xvi + 364. ISBN 1 08047 2291 9, £30). 


THOMAS F COOLEY, (ed.), Frontiers of Business Cycle Research (Princeton: 
Princeton University Press, 1995. Pp.xvi + 419. ISBN 0 691 04323 X, £40). 


GIULO M GALLAROTTI, The Anatomy of an International Regime: The Classical 
Gold Standard, 1880—1914 (Oxford: Oxford University Press, 1995. Pp.xii + 347. 
ISBN 0 19 508990 1, £37.50). 


JOHN BREWER and SUSAN STA VES (eds.), Early Modern Conceptions of Property 
(London: Routledge, 1994. Pp.xiv -- 599. ISBN 0 415 105331, £80). 


DIMITRIS N. CHORAFAS, Financial Models and Simulation (Basingstoke: Macmil- 
lan Press, 1995. Pp.vii -- 359. ISBN 0 333 63419 5, £50). 


DAVID COATES (ed.), Economic and Industrial Performance in Europe (Chelten- 
ham: Edward Elgar, 1995. Pp.258. ISBN 1 85278 709 0, £49.95). 


EDWIN MANSFIELD, /nnovation, Technology and the Economy: The Selected 
Essays of Edwin Mansfield, Volumes I and H (Cheltenham: Edward Elgar, 1995. 
Pp.696. ISBN 1 85898 035 6, £80). 


SEAN T. CADIGAN, Hope and Deception in Conception Bay: Merchant-Settler 
Relations in Newfoundland, 1785-1855 (Toronto: University of Toronto Press, 
1995. Pp.xii +242. ISBN 0 8020 7568 1, £12.50). 





Asia Pacific Business Review 


(formerly Journal of Far Eastern Business) 


Editor Robert Fitzgerald, Royal Holloway, 
University of London, UK 


The economic transformation of the Far East has re-shaped the global economy 
and Asia Pacific Business Review (formerty Journal of Far Eastern Business) is 
the first academic journal! to concentrate on this Increasingly Important topic. 
There is an obvious need to explain and investigate the rise of Far Eastem 
businesses and their International competitiveness, and the journal is Intended 
as a forum for researchers and commentators worldwide who can use English 
as a common language. Future articles will cover the topics of entrepreneurship, 
networks, International investment, cultural influences and economic 
development. 


Recent Articles 

Business Networks and Dyad Studies: Theory and Practice in Southeast 
Asla by T Roger Pyatt 

Japanese Production Strategies and Competitive Success: Mazda's Quiet 
Revolution by Alan Pilkington 

Rhetoric Versus Reality: The Privatisation of Telekom Malaysia 

by B E Partridge, Z Abd Samad and J R Walton 

Australia, APEC and the Politics of Regional Economic Integration 

by Mark Beeson 

Western Multinationals In Japan: Missed Opportunities and Lessons from 
Inter-War Business History by Akira Kudo 

The Emergence of a Consumer Market in China by Robert Tayfor 

China and ASEAN: Rivals for Foreign Direct Investment by Tan Kong Yam 


ISSN 1360-2381 Volume 2 1995/1996 
Quarterty: Autumn, Winter, Spring, Summer 
Individuals £38/$85 institutions £08/$145 


Uk OVERGEAS ORDERS tu: ` 


US ORDERS DCN 





To place a subscription order for this journal, please fill In and 
return to us the order form below (photocopying It If preferred) 


SUBSCRIPTION ORDER FORM 


Please enter my subscription to 

BUSINESS HISTORY 

Volume 38 1996 

Quarterty: January, April, July, October 
UK/OVERSEAS £40 (individuals) £125 (Institutions) 
USA $58 (Individuals) $185 (institutions) 


| enclose a cheque for £/US$ 
(US orders should be made payable to ISBS) 


Please charge my Q VISA 
Q MASTERCARD/ACCESS 
D AMERICAN EXPRESS 


Signature 


Tel Fax 


UK/OVERSEAS ORDERS to: Frank Cass, Newbury House, 
890—900 Eastern Avenue, Newbury Park, Ilford, Essex 

IG2 7HH, UK. Tel: 0181 599 8866 Fax: 0181 599 0984 
E-mall: 100067.1576@compuserve.com 

US ORDERS to: Frank Cass, c/o ISBS, 5804 N E 

Hassalo Street, Portland, OR 97213-3644, USA. 

Tel: (503) 287-3093, (800) 944-6190 Fax: (503) 280-8832 








THE INTERNATIONALISATION OF 
RETAILING © 


Edited by Gary Akehurst, Southampton Business 
School and Nicholas Alexander, University of 
Ulster 


In recent years, the retail competitive environment has been 
transformed. Retail has been considered national or even local in | 
‘character. In the 1990s a different environment has emerged: The 
increasing dominance of distribution channels by large retailers, the 
emergence of global regional trading areas, such as the Single 
European Market and the convergence of international consumer tastes: 
have led to a fundamental shift in perspectives. Today the large retail : 
enterprise which does not think on an international basis faces 
marginalisation by those competitors who are building international 
operations. The book brings together leading management researchers 
in the area of international retailing. They provide an up-to-date and 
thought-provoking insight into the mechaniams which are driving / 
forward the internationalisation of retailing. 


A special issue of The Service Industries Journal 
c.200 pages Spring 1996 

0 7146 4648 2 cloth £25.00/$35.00 

0 7146 4174 X paper £13.50/$19.50 





Frank Cass, 
Newbury House, 870-900 Eastern Avenue, 
Newbury Park, üford, Essex 1G2 7HH 
fet: (0181) 5*9 8846 Fax: (0181) 5** 0764 E-mall:100047.15768compuserve.com 
US Orders: c/o ISBS, 5804 NE Hassalo Street, Porland, OR 97213 3444 | 
Tet: (503) 287-3073 or (BOO) 944-4190 Fax: (503) 280-8832 E-malk orden@iebs.com 


Deleted tn Great Rritrin bv 


Business 


mb oet aes cate ele 
POUN SINGETL PON 


Sei Y 
Pech ar did Ss DeceaspernsioC 
Urspesh f ape NE a a osa manes dee 7n 


ANN OAL CARLOS and HEE D; VAN STONE 


s E * o sa EM i 

u b; lap ob tahoe canes 
HIT C Re " 

Pere d vs i! 


VJ ARNOLD 


x . LI L ae > > <2 
ter eb Pia a inad ite tt sie 

* 1 H . m 
Pong, sable apaa eso de 


PREVOR BOY NS aad PU DEEP WALI 


now 


gro ere spn cet tie 
“Aide dupa ELE 


ROS TEAM EON 





LAE 
SD ISN ESS 


HISTORY 


Volume 38 April 1996 Number 2 


FRANK CASS e LONDON 


BUSINESS HISTORY 


Editors: Charles Harvey (Royal Holloway, University of London) 

Gooffrey Jones (University of Reading) 
Reviews Editor: Mary Rose (Lancaster University) 
Assistant Editor: — Jon Press (Bath College of Higher Education) 
Editorial Advisers: B.W.E. Alford, T.C. Barker, Mark Casson, Roy Church, TR. 
Gourvish, William J. Hausman, Leslie Hannah, William Lazonick, David 
Merrett, Hans Pohl, A. Slaven, Barry Supple, Richard Tedlow, John Turner, 
Mira Wilkins, Shinichi Yonekawa, Tsunehiko Yui. 


EDITORIAL NOTICE 
All communications relating to articles to: 
Charies Harvey OR Geoffrey Jones 
School of Management Department of Economics 
Royal Holloway University of i 
University of London P.O. Box 218 
Egham Hill, Egham Whiteknights 
Surrey TW20 OEX. Reading RG6 2AA 
UK UK 


Reviews to: 
Rose, Department of Economics, Management School, Lancaster 
University, Lancaster LA] 4YX, UK 


Asticies appering hy. diii Jounal’ src abateacad anid Jada in. Garren? 
Contents, Social Sciences Citation Index, Geo Abstracts, British Humanities 
Index, Inter-National Bibliography of Periodical Literature, America History 
and Life, Historical Abstracts, Sociological Abstracts and the online Economic 
Literature Index. 


Prospective contributors should consult the NOTES at the back of this journal 
before submitting articles. As current Journal style should be followed closely 
contributors are strongly advised to request a detailed style sheet from the 
Editors before typing their final drafts. The Editors cannot hold themselves 
responsible for the opinions of contributors nor for the loss of manuscripts. 


Subscriptions, advertisements and orders for back numbers should be sent 
to Journals Department, Frank Cass & Co. Ltd., 900 Eastern Avenue, 
London IG2 7HH 


© Frank Cass & Co. Ltd. 1996 
All rights reserved. No part of this publication may be reproduced, stored in a retrieval 
system, or transmitted in any form, or by any means, electronic, mechanical, photocopying, 
recording, or otherwise, without the prior permission of Frank Cass & Co. Lid. 


AnnnalSubecriptions: ^ Institution £125.00 ($185.00) 
Individuals £40.00 ($58.00) 
Single Issue price information available hon 


Frank Cass on request 
Back issues are available. Prices on request. 


Published quarterly in January, April, July and October 
FRANK CASS AND COMPANY LIMITED 
900 Eastern Avenue, London IG2 7HH 





Contents 


SURVEY ARTICLE 
British Business History: A Review of 
Periodical Literature for 1994 JOHN SINGLETON 


ARTICLES 

Stock Transfer Patterns in the Hudson’s Bay 
Company: A Study of the English Capital ANN M. CARLOS 
Market in Operation, 1670-1730 and JILL L. VAN STONE 


Should Historians Trust Late Nineteenth- 


Century Financial Statements? AJ. ARNOLD 
The Development of Management Information 

Systems in the British Coal Industry, TREVOR BOYNS 

c. 1880-1947 and JUDITH WALE 


Despite Best Intentions: The Evolution of 
the British Minicomputer Industry ROSS HAMILTON 


Book Reviews (see over) 


Books Received 


15 


105 


150 


Books Reviewed 


UNITED KINGDOM 


RICHARD ROBERTS and DAVID KYNASTON (eds.), 

The Bank of England: Money, Power, and Influence, 

1964-1994 Forrest Capie 105 
JAMES STEVEN ROGERS, The Early History of the 

Law of Bills and Notes: A Study of the Origins of 

Anglo-American Commercial Law Henry Roseveare 106 


MARGUERITE W. DUPREE, Family Structure in the 
Staffordshire Potteries, 1840-1880 Stephen Jackson 107 


DIANE K. DRUMMOND, Crewe: Railway Town, 
Company and People, 1840-1914 G.W. Crompton 108 


BRIAN BAILEY, George Hudson: The Rise and Fall 
of the Railway King Maurice Kirby 109 


HELEN MERCER, Constructing a Competitive Order: 
The Hidden History of British Anti-Trust Policies G.C. Peden 110 


DENNIS W. HOCKIN, Whessoe: Two Centuries of 
Engineering Distinction Kenneth Warren 111 


ASA BRIGGS, The History of Broadcasting in the United 
Kingdom: Volume V, Competition 1955—1974 Michael Sanderson 112 


ANDREW DOUGLAS, British Charitable Gambling, 


1956—1994: Towards a National Lottery Roger Munting 113 
EUROPE 

RICHARD BIERNACKI, The Fabrication of Labour: 
Germany and Britian, 1640-1914 Theo Balderson 114 


JOSEF REINDL, Der Deutsch-Osterreichische 
Telegraphenverein und die Entwicklung des 
deutschen Telegraphenwesens, 1850-1871 Till Geiger 115 


NIALL FERGUSON, Paper and Iron: Hamburg. 
Business and German Politics in the Era of 
Inflation, 1897-1927 Sidney Pollard 116 


DEREK H. ALDCROFT and STEVEN MOREWOOD, 
Economic Change in Eastern Europe since 1918 Robert Lewis 117 


YOUSSEF CASSIS, GERALD C. FELDMAN and 
ULF OLSSON (eds.), The Evolution of Financial Institutions 
and Markets in Twentieth-Century Europe Michael Collins 118 


NORTH AMERICA 


GERALD BERK, Alternative Tracks: The Constitution 
of American Industrial Order, 1865-1917 Gregory P. Marchildon 119 


NAOMI R. LAMOREAUX, Insider Lending: Personal 
Connections and Economic Development in 
Industrial New England Mary B. Rose 121 


THEODORE KOVALEFF (ed.), The Antitrust Impulse: 
An Economic, Historical and Legal Analysis Margaret Walsh 122 


CAROLE TURBIN, Working Women of Collar City: Gender, 
Class and Community in Troy, New York, 1864-86 Andrew Godley 124 


SHARON HARTMAN STROM, Beyond the Typewriter: 
Gender, Class, and the Origins of Modern American 
Office Work, 1900-1930 Robert Bennett 125 


RONALD L. FILIPELLI and MARK D. McCOLLOCH, 
Cold War in the Working Class: The Rise and Decline 
of the United Electrical Workers Chris Wrigley 126 


ROBERT H. ZIEGER, The CIO, 1935-1955 John Lovell 127 


H. ROGER GRANT, Erie Lackawanna: Death of an ` 
American Railroad, 1938-1992 Geoffrey Tweedale 128 


ELIZABETH A. FONES-WOLF, Selling Free 
rise: The Business Assault on Labor and 
Liberalism, 1945-60 Peter Fearon 129 


NAOMI R. LAMORBAUX and DANIEL M.G. RAFF, 
Coordination and Information: Historical Perspectives 
on the Organization of Enterprise John F. Wilson 130 


JAMES C. WORTHY, Lean But Not Mean: Studies 
in Organization Structure Michael French 131 


JAMES L. McKENNEY with DUNCAN G. COPELAND 
and RICHARD O. MASON, Waves of Change: Business 
Evolution through Information Technology Martin Campbell-Kelly 132 


MICHAEL A. BERNSTEIN and DAVID E. ADLER (eds.), 


Understanding American Economic Deline J.R Killick 133 
LATIN AMERICA and ASIA 

VICTOR BULMER-THOMAS, The Economic 

History of Latin America since Independence Colin M. Lewis 134 


PETER EVANS, Embedded Autonomy: States and 
Industrial Transformation Peter Howlett 135 


KT. ACHAYA, The Food Industries of 
British India Patricia S. Collins 136 


ROBERT FITZGERALD (ed.), The State and 
Economic Development: Lessons from the Far East Janet Hunter 138 


TESSA MORRIS-SUZUKI, The Technological 
Transformation of Japan from the Seventeenth to the 
Twenty-first Century Janet Hunter 139 


R. KAPLINSKY, Easternisation: The Spread of 
Japanese Management Techniques to 
Developing Countries R. Fitzgerald 140 


SEIICHIRO YONBKURA, The Japanese Iron and 
Steel Industry, 1850-1990: Continuity and 
Discontinuity Etsuo Abe 141 


BYUNG-NAK SUNG, The Rise of the Korean 
Economy Robert Read 142 


GENERAL 


JOHN A. JAMES and MARK THOMAS (eds.), 

Capitalism in Context: Essays on Economic 

Development and Cultural Change in Honor 

of R.M. Hartwell David Richardson 144 


. WILLIAM LAZONICK and WILLIAM MASS (eds.), 
Debates, Dynamics and Policy T.A.B. Corley 145 


RICHARD ROBERTS (ed.), International 
Financial Centres Charles W. Munn 146 


Abstracts 


Stock Transfer Patterns in the Hudson's Bay Company: A Study of the 
English Capital Market in Operation, 1670—1730, by Ann M. Carlos and 
Jill L. Van Stone 


In recent years, there has been expanding interest in the growth, structure 
and integration of the early English securities market. However, much of the 
research on this market has focused on overall market data or the larger 
chartered companies. The purpose of this paper is to provide an alternative 
approach to studying the issue of market activity and development, utilising 
the stock ownership and transfer records of the Hudson's Bay Company. As 
a successful smaller chartered company it is possibly more representative of 
the majority of firms utilising the London financial market of the time. The 
records provide evidence of an organised and efficient market that was 
accessible to a variety of large and small investors, including a network of 
stockbrokers. The volume of transfers also indicates a dynamic pattern of 
market activity rather than a closely held firm which only obtained its initial 
capitalisation through the market. 


Should Historians Trust Late Nineteenth-Century Company Financial 
Statements? by A.J. Arnold 


Business historians generally have been advised to adopt a cautious 
approach when using financial accounting statements. This paper reviews 
the Business History literature on financial accounting practices and argues, 
by reference to evidence obtained from the existing accounting and 
economic history literatures and from new archival sources, that this caution 
may well be excessive if applied to the corporate data of the late nineteenth 
century. 


The Development of Management Information Systems in the British 
Coal Industry, c.1880—1947, by Trevor Boyns and Judith Wale 


The issue of how business decisions are made is an important one for 
business bistorians, but its analysis is by no means simple or straight- 
forward. In an attempt to provide some insights into this matter, this article 
examines evidence of the development of management structures and 


management information systems in British coal companies between about 
1880 and nationalisation in 1947. The study concludes that increasing 
complexity of management structures was accompanied by greater 
sophistication of management information systems. Whether this resulted in 
improved decision making is a matter that requires further investigation. 


Despite Best Intentions: The Evolution of the British Minicomputer 
Industry, by Ross Hamilton 


In the 1960s small computers emerged in the United States, based on the 
new semiconductor technology. Originally developed for use in industrial 
automation, they soon began to compete with the established mainframe 
computers. A number of British firms entered the new market, including 
diversified electronic goods manufacturers, entrepreneurial start-ups, and 
office machinery suppliers. The Wilson government saw small computers as 
a central element of industrial modernisation, and thus a part of its solution 
to Britain's economic decline. The Ministry of Technology was given twin 
objectives: to support industrial modernisation and to promote the British 
small computer manufacturers. However, US-built systems proved more 
competitive, and by the mid-1970s they had come to dominate the industry, 
with the few remaining British firms relegated to niche markets. The paper 
concludes that government involvement in the industry was well-guided, 
but ineffectual, and that organisational cultures were to a large extent 
responsible for the British companies’ decline. 


SURVEY ARTICLE 


British Business History: A Review of 
Periodical Literature for 1994 


JOHN SINGLETON 
Victoria University of Wellington 


What do the articles published in 1994 tell us about the historians of British 
business?' Many display a high level of individual craftsmanship in the 
interpretation of archival material and other contemporary sources. Most 
focus on an aspect of the history of an individual firm, group of firms, or 
industry. Some writers attempt to advance, or to reinforce, generalisations 
about the historical behaviour of British enterprises; but even more effort is 
devoted to the collection of evidence with which to challenge the systematic 
interpretations of others. Empiricism remains a popular methodological tune, 
although a number of authors do operate within reasonably recognisable 
principal-agent analysis, the economics of multinationals, and the 
Chandlerian model? Historians of British business do not appear to possess a 
common agenda. Some authors are concerned with what makes businesses 
tick, and their choice of British firms is almost incidental, whilst others are 
driven by an interest in the history of the British economy and write what 
might be called national (or even regional) business history. 


I 
INDUSTRY 


Alan McKinlay wrote that the 1990 literature was skewed in favour of the 
old staples, and against the ‘emerging sectors of the late twentieth century’ .* 
Interest in the old staples remains strong. This is partly a matter of the 
accessibility of primary sources; but it also reflects the enduring importance 
of the so-called staples in the debate about British economic performance 
since 1870. 

A challenging contribution is made by Edgerton and Horrocks. They 
criticise those, such as Mowery, who, on the basis of inadequate data, 
dismiss the R&D effort of British firms before 1945. Edgerton and 
Horrocks show that British chemical and electrical engineering firms were 
substantial employers of R&D staff, and that they put as much effort into 
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research as all but the largest US corporations.’ Edgerton concludes that, 
since British industry led Europe in civil R&D until the 1960s, historians 
ought to be trying to explain why British businesses were such big spenders 
on R&D (instead of why they were not)* Edgerton and Horrocks have 
collated some valuable scraps of information. They explode the myth of 
British industry’s indifference towards R&D. But this difficult area remains 
under-researched. If British manufacturers invested so heavily in R&D, 
why did they lose their competitive advantage? Edgerton hints that they 
may have put too much faith in R&D, and later became disillusioned. This 
possibility would be worth exploring. Burgess chronicles the debates in the 
1930s and 1940s about technical education, and shows that large firms in 
the new industries were anxious to see improvements in scientific and 
technical education. They were thwarted by smaller enterprises in the old 
industries, which showed a limited interest in technical education and an 
aversion to the expense. As a result, a coherent educational strategy was not 
forthcoming.’ 

Lorenz uses an evolutionary framework in an attempt to explain the 
decline of the cotton, shipbuilding and car industries after 1945. He 
concentrates on the failure of these sectors to introduce more bureaucratic 
forms of labour organisation. First, these businesses were enmeshed in 
traditional systems of training, and it would have been costly for them to 
establish separate training programmes. Second, firms could not predict 
which form of work organisation would prove to be the best in the long run. 
Third, following previous craft disputes, workers regarded any change in 
working practices as a hostile act.’ Lorenz's development of his earlier work 
on shipbuilding’ is intriguing, but it leaves him open to the charge that cotton 
and cars were different. Cotton operatives were on good terms with their 
employers after 1945, and sweeping changes in the organisation of labour in 
the mills could not have restored Lancashire’s competitive advantage.” Two 
further articles touch upon issues discussed by Lorenz, although they reach 
different conclusions. Melling and Johansson compare engineering in Britain 
and Sweden in the 1920s and 1930s. They stress the dangers of offering 
generalisations about the structure of labour relations which skate over 
differences in regional industrial, institutional and political conditions." 
Tiratsoo and Tomlinson question the shibboleth that restrictive labour 
practices strangled British industry between 1945 and 1960. Empirical 
studies conducted at this time, including those sponsored by employers' 
groups, failed to discover widespread restrictive practices, except in one or 
two notorious cases, such as printing.” If restrictive practices were 
comparatively mild, then explanations of British industrial retardation which 
emphasise institutional inertia will require a critical reassessment. 

Cotton attracts considerable attention. In a wide-ranging paper, Tilly 
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uncovers some of the connections between the English, Indian and French 
textile industries during the industrial revolution, and focuses on the social 
ramifications of these links, including changes in the sexual division of 
labour." O’ Hearn argues that the Lancashire cotton industry was (at least in 
part) a mercantilist creation, and shows how tariff policy was manipulated 
to the detriment of the Irish cotton industry during the industrial 
revolution.“ Kim discusses the role of the Coats family in the thread firm of 
J. & P. Coats between 1830 and 1929. Family members remained active in 
the company throughout this period. But as it expanded outsiders were 
brought in and given senior positions, and the firm was reorganised along 
bureaucratic lines. Kim concludes, with adequate justification, that J. & P. 
Coats cannot be pigeonholed — it combined elements of family and 
professional management." New calculations by Toms'^ suggest that the 
average return on capital employed (ROCE) of Oldham spinners actually 
increased during late Victorian and Edwardian times, contrary to the 
received view that Lancashire was stagnating." But instead of being 
ploughed back into the business, these profits were distributed to aloof and 
rapacious proprietors, who used them to start up new mills in competition 
with their existing factories. This article puts a new twist into the debate 
about Lancashire's structural inadequacies. Would Oldham have gained if 
leading shareholders had been more (and not less) active in managing their 
mills? Singleton examines the cotton industry in 1914—18 and suggests that 
the maintenance of a high level of production in tbe mills was detrimental 
to the war effort. This state of affairs stemmed from the inability of the 
government to organise the transfer of cotton operatives into key industries 
without generating high interim unemployment." 

A firm with a reputation as a star performer prior to 1914, the Consett 
Iron Company, is put on trial by Church, Baldwin and Berry. They re- 
estimate the company's rate of return on capital, revising it downwards in 
comparison with earlier studies. Sales of coal made a growing contribution 
to profits, a trend unnoticed in previous work, and there were few 
improvements in the steel plant after 1894. Consett's diversification into 
mining (when demand for coal was high) insulated the company from the 
weakness of its core iron and steel business and facilitated the payment of 
relatively generous dividends. When demand for coal collapsed in the 
1920s, Consett faced severe difficulties.” The Consett article has a parallel 
with Toms’ paper on cotton: both use the ROCE method, and in both cases 
the short-term greed of owners damaged the long-term health of their 
businesses. Lloyd-Jones and Lewis examine the Sheffield metal trades 
between 1880 and 1914. Personally managed Sheffield firms continued to 
have great success, even in the US and German export markets, because 
they specialised in high-quality products and met purchasers’ exact 
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specifications." This study is similar in approach to Scranton's work on 
Philadelphia, and it confirms that the Chandlerian route was not the only 
one to sustained profitability.” Wartime methods of steel allocation between 
1939 and 1945 are considered by Howlett, who concludes that the British 
Iron and Steel Federation exerted little influence over the allocation process, 
and that the Materials Committee made a success of the centralised 
direction of supplies, thereby calling into question the findings of Keeling 
and Wright, and Barnett respectively.” 

French investigates the medium-sized Scottish commercial vehicle 
manufacturer, Albion, between the wars. Albion had a highly skilled craft 
labour force, tailored its products to the needs of each customer, and 
invested in an overseas distribution network. Management was supplied by 
a combination of family members and outsiders. Engineering graduates 
were strongly in evidence. Like the Sheffield firms discussed by Lloyd- 
Jones and Lewis, Albion had secured its niche.? Whisler criticises British 
car firms for failing to invest in a continental European distribution network 
after 1945. Instead, they concentrated on North America and the 
Commonwealth. When extra-European sales dried up, British car-makers 
attempted to break into Europe, but their marketing effort remained feeble.* 
McKinlay and Starkey consider the recent history of Ford Europe, and try 
to explain why it fell behind Ford USA in the 1980s. Ford faced ruin in the 
USA in 1980-82, and moved towards flexible, Japanese-style production 
methods. The European company was not in such dire straits in 1980, and 
was not ready to make such drastic reforms.” The events at Ford, however, 
arc so recent that it is difficult to see them in historical perspective. 

Other industries receive rather less attention. Bennison describes the rising 
concentration in the north-castern brewing industry between 1890 and 1914.* 
Gourvish suggests that the discriminating palate of Europeans may explain 
the low concentration levels in brewing in Britain and West Germany, in 
comparison with the USA, since 1945." Boyns asks whether mining 
companies in South Wales were justified in steering clear of coal- cutting 
equipment in the 1920s and 1930s. He finds that Welsh firms were not averse 
to new technology because they did install conveyors. Geological conditions 
reduced the usefulness of coal-cutting machines in South Wales, and firms 
could not afford expensive machinery in the 1920s and 1930s? Boyns 
contributes to the the case for the defence of the mining employers against 
Keynes's allegation that they were old duffers.” Thomas contrasts the success 
of British pharmaceutical companies since the 1960s with the stagnation of 
their French rivals. An environment was generated in the UK which was 
conducive to growth. Strict safety laws ensured that British R&D was 
conducted to the highest standards, NHS pricing rules allowed innovators to 
make large profits, and inward FDI was encouraged. By contrast, French 
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policy was marked by protectionism, opposition to foreign investors, and 
lower safety requirements.” Governments did make a difference, but partly by 
accident and partly by design. 


II 
TRADE AND SERVICES" 


Tbe old trading companies have recently become a laboratory for those 
looking for historical illustrations of principal-agent issues.” Although this 
approach is unlikely to provide a definitive understanding of the trading 
companies, it does have the merit of viewing their activities from a new 
perspective. Carlos examines the Royal African Company in the late 
seventeenth century. She criticises earlier work which asserted that the 
RAC’s managers in Africa were corrupt. On the contrary, honesty was the 
best policy, because managers were well rewarded, they supplied a 
substantial bond, and inspectors checked that ships were not carrying 
unofficial goods.” Buchan focuses on the East India Company in the mid- 
eighteenth century. A weak board in London had difficulty controlling 
powerful mea on the spot who personally received tribute from local princes. 
When this behaviour contributed to a cash-flow crisis in 1771-72, the 
government strengthened the authority of the directors, and transformed the 
East India Company into something resembling the modern corporation.™ 

Taking a different approach to the history of Britain’s trade, Zahedich 
uses port books to consider exports to the American and West Indian 
colonies in the late seventeenth century. Colonists had a high and discerning 
demand for manufactures, but they had no contact with their tailors, so that 
some standardisation of products was possible. Colonial demand assisted in 
the development of industry in London by encouraging specialisation and 
longer production runs.” The late-Victorian wine trade with Portugal is 
studied by Bennett, who shows that British merchants encountered great 
difficulties in a period marked by disease, labour unrest and Anglo- 
Portugese tension over imperial issues.* 

Westall, in a perceptive critique of Tedlow’s stages model of marketing, 
considers the insurance industry between 1720 and 1980. Since there were 
no economies of scale in the production of insurance services, the growth of 
a mass market was not accompanied by rapidly falling prices — in fact firms 
colluded to maintain prices. Price competition actually increased when 
insurance markets became more differentiated: new firms were attracted to 
areas such as motor insurance but they refused to join the existing cartel." 
In a study of Victorian life assurance, Horton and Macve criticise legislators 
for failing to promote the right balance between prudence and profitability, 
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and for creating a situation which allowed insolvent firms to conceal their 
true position and take on new business.* The complexity of this industry's 
activities appears to have defeated the regulators. 

Wale's impressive study of the Leicestershire Banking Company in the 
1890s provides a rare examination of the customer accounts of a provincial 
bank. In 1897—98, industrial concerns beld 42 per cent of the value of 
overdrafts. These overdrafts were normally given for 12 months, but they 
were commonly renewed, and their average duration was eight years for 
industrial borrowers. Further detailed studies of this nature could cast new 
light on the debate about the alleged failure of Victorian banks in their duty 
to provide British industry with more than short-term finance.” Other 
articles on nineteenth-century banking are more limited. Mahate employs a 
capital market model to analyse the effects on other banks’ share prices of 
the collapses of Overend Gumey (1866), the City of Glasgow Bank (1878), 
and Baring Brothers (1890).? Jones investigates banking in nineteenth- 
century South Africa, concluding that local banks supplied credit too easily, 
whereas the more successful imperial banks followed strict rules in their 
dealings with customers.“ 

Mr Attlee’s capital market policy is discussed by Tomlinson. Labour 
intended to create a National Investment Board (NIB) to regulate industrial 
borrowing. But Attlee failed to implement this policy after 1945. The 
continuation of wartime controls rendered the NIB less urgent, and there 
was a loss of faith in the socialist programme of the 1930s. In any case, most 
firms relied on internal sources of finance, and could have ignored the NIB. 
Harold Wilson's potentially more radical proposal for the state to appoint 
some company directors might have been more effective, but we will never 
know for certain.” Coopey considers the Industrial and Commercial 
Finance Corporation (ICFC) established in 1945. Its purpose was to assist 
small and medium-sized firms to raise finance. Under the Wilson govern- 
ments of the 1960s, the ICFC favoured young, boffin-led firms. Whilst the 
ICFC was an imaginative scheme, Coopey concludes that its activities were 
hampered by political interference and internal wrangling.” The papers by 
Tomlinson and Coopey uncover a significant measure of indecision in 
government policy on industrial finance, but this finding should not surprise 
us. 

The relationship between multiple retailing and commercial property 
development in the inter-war period is brought to our attention by Scott. 
Multiples increased the demand for rented property in the High Street, and 
stimulated the emergence of national commercial estate agents. Property 
ptices were raised by the presence of a national multiple, and prime sites, 
for letting, were good investments. Some multiples financed their expansion 
by selling and leasing back shops which they already owned, and used the 
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proceeds to build new stores.“ Mort and Thompson analyse the marketing 
strategy of Burton's, the menswear chain." After the death of Montague 
Burton, the company attempted to appeal to a younger and slightly more 
casual clientele. The authors suggest that Burton's alterations were too 
subtle, and that the company lost touch with trends in men's fashion.* 
Several articles deal with post-war transport history. The growth of 
independent charter airlines in the 19503 and 1960s is discussed by Lyth and 
Dierikx," while Dobson assesses the Anglo-American air service agreement 
of 1977.“ Sheridan looks at political agitation in Australia against the 
British-dominated liner conference after 1945, and tentatively suggests that 
criticism of the British may have been exaggerated.” 


II 
ELITES AND SMALL BUSINESSES 


A substantial proportion of 1994 publications on elites and small businesses 
is concerned with the seventeenth, eighteenth and early nineteenth 
centuries. Articles by Neal,” Mitchell! and Quinn? reconstruct the affairs of 
George Middleton, Thomas Fowle and Sir Francis Childe respectively, three 
goldsmith-bankers of London. Meticulous primary research of this nature 
remains the key to understanding the behaviour of individual actors in the 
business world. Such research also serves to highlight the contingency of 
the business environment. Hancock analyses the highly diversified 
portfolios of three cighteenth-century London general merchants. He 
focuses on their investments in the Funds, and finds little evidence that they 
were speculators. Hancock's merchants treated the Funds as a store of 
windfall gains and savings for retirement, and used them to gain influence 
over the joint-stock companies.” Harris contributes to an intermittent debate 
about the causes and significance of the Bubble Act, concluding that the 
South Sea Company’s own supporters lobbied for the Bubble Act, which 
they regarded as an expedient for the suppression of competitors. The act 
had little impact on the development of business organisation in Britain, 
contrary to the received view.” 

Census data, sequestration reports and business directories are employed 
by Young in order to study small firms in Victorian Perthshire, right down 
to the level of the village molecatcher. Many of these businesses were 
ephemeral, but a handful of firms grew to become modest exporters of 
agricultural machinery.” Kent uses the archives of the Insolvent Debtors’ 
Courts in an investigation of small tradesmen in the early nineteenth 
century. Most tradesmen could expect between 25 and 50 per cent of their 
accounts receivable to be unpaid at any one time. Tradesmen were partly to 
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blame for this situation because they failed to send out bills promptly, and 
did not keep accurate records.* These articles make imaginative use of their 
sources. They are a valuable addition to our knowledge of micro- 
businesses. Springhall's study of the rise and fal] of small *penny dreadful' 
publishers after 1860 deals with similar businesses in a later period.? 

Few debates are as long-lived as that about late Victorian entreprencur- 
ship.” Instead of regurgitating anecdotes and assertions, Berghoff and 
Miller provide a careful analysis of the careers of over 2,600 English and 
German entrepreneurs between 1870 and 1914. They find that differences 
in education and lifestyle between the British and German samples were not 
decisive. What stands out is that many English entrepreneurs were engaged 
in local and national politics, whilst the political activity of German 
entrepreneurs was channelled through the trade associations. This divergent 
behaviour reflected differences in the political systems of Britain and 
Germany.” Perhaps political ambition distracted the British from their 
vocation to make money — this interesting lead deserves further 
investigation. Howe looks at the directors of the Bank of England between 
1830 and 1870. Although City merchants and merchant bankers were the 
mainstays of the board, there was a sprinkling of talent from insurance, 
mining, and manufacturing. Directors were not necessarily the most 
successful businessmen of their day. Their duties were onerous and their 
reward modest, and some high-flyers were not prepared to tolerate such 
conditions.” 

Several articles examine aspects of the relationship between the political 
and business worlds in the twentieth century. The shifty behaviour of 
witnesses from Vickers, ICI, and other arms merchants before the 1935—36 
Royal Commission on the arms trade, and the desperate attempt by the 
government to deflect calls for their nationalisation, are discussed by 
Anderson. This article casts serious doubt on the conclusions of 
Trebilcock’s defence of the merchants of death.“ Cain considers American 
initiatives to regulate trade with communist countries in the late 1940s. But, 
in the absence of Soviet archival evidence, he is unable to judge whether US 
interference damaged Britain's prospects for trade behind the iron curtain.? 
White indicates that the failure of the British business elite to control 
government policy in Malaya in the 1950s was due to divisions within the 
business community, the declining importance of Malaya to the dollar pool, 
and London's desire to prepare for a smooth transfer of power to moderate 
nationalists.° Also on the theme of the retreat from empire, Heiss outlines 
the process by which the Americans managed the negotiations to re- 
establish western control over the Iranian oil industry in 1953—54, 
simultaneously protecting and subordinating the interests of British 
capital." These articles highlight the common ground between business 
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history, political history and imperial history a development which has 
received new impetus from the work of Cain and Hopkins.“ 


IV 
GENERAL 


William Parker, a distinguished cliometrician, reflects on business history in 
the light of the award of the Nobel Prize to two economic historians. He 
thinks that historians, as opposed to economists, may be well placed to 
derive a new, and practically useful, synthesis of statistical and literary 
techniques. Business historians ought to search for ways of combining their 
understanding of entrepreneurial psychology with the modelling of markets 
and corporations, possibly using game theory. Parker argues that business 
historians are at an advantage because they have not undergone the 
inflexible training of economists.“ We can only hope that he is right 
Fransman’s lucid survey article on firms and information would be a 
valuable point of call for those seeking to respond to Parker’s challenge.” 
Galler and Haslam examine contrasting aspects of the Benthams’ attitudes 
towards accounting. First, there was a sinister side to their thinking. 
Accounting was a means of controlling disorder, rewarding obedience and 
punishing deviation. The Benthams fostered the image of the accountant as 
mastermind — a high priest of business.“ But there was a brighter side: the 
use of accurate and open accounting procedures would improve the 
efficiency of public institutions and improve the quality of public debate.” 

Free-standing companies (FSCs) are the focus of an exchange in 
Business History.” Hennart suggests that FSCs were established in order to 
internalise the flow of capital between London and projects in the periphery. 
During the twentieth century the FSCs stagnated as London became less 
important as a source of capital.” Casson disagrees, and asserts that FSCs 
were created to supply the specialist managerial and technical services 
which were needed in the establishment of non-manufacturing enterprises 
outside Europe. Once a project was running, the FSC hired others to take 
over its routine administration and moved on to new developments. FSCs 
were highly successful before 1914, but lost ground after 1918 because the 
best opportunities had already been taken, their activities were disrupted by 
economic and political crises and they failed to adapt to new technology.” 
Corley, who supports Casson, shows that British FSCs played a major role 
in FDI before 1914, and concludes that they were well managed.” Since the 
accounts of Hennart and Casson are neither mutually exclusive nor 
exhaustive of the possible explanations of the rise and fall of the FSCs, this 
exchange must be regarded as an early round in a long debate. 
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Corley produces revised estimates of British outward FDI on the eve of the 
Great War." British entrepreneurial control is his criterion for identifying FDI 
cases. This definition is more inclusive than the older view that FDI consisted 
of corporate overseas investment, excluding that undertaken through a stock 
exchange.” Corley estimates that FDI made up about 45 per cent of the stock 
of British overseas investment in 1914, whereas studies using the older 
definition put FDI at 10-20 per cent of the total. Given the large discrepancy 
between the results of these two methods, our understanding of the causes and 
effects of overseas investment requires considerable further attention. Jones 
examines cross-investments by British, German and American banks in the 
twentieth century. Before 1960, British banks were slow to establish branches 
in the US and Germany, but thereafter they were much more active in the US 
and acquired many local banks. Jones argues that one of the reasons why 
British banks were drawn across the Atlantic was the existence of a vague 
belief in British business circles that establishing subsidiaries in the US would 
lead to success. But many banks came a cropper because of their lack of 
control over their American offshoots.* 

Bostock and Jones confront the lack of official statistics on FDI by 
foreigners in Britain before the 1960s. They identify 685 foreign companies 
engaged in FDI in Britain between 1850 and 1962. Cases range from Ford 
to a Norwegian firm making borseshoe nails. An impressive array of tables 
classifies their cases by decade, industry, mode of entry, longevity, 
employment of British managing directors, R&D effort and so on. Foreign 
firms tended to bunch together in high-growth sectors and enjoyed higher 
productivity than their local competitors. But foreign management did not 
account for their success, since Britons were increasingly employed as 
managing directors. This article will be of great value both for its 
informative tables and the scope it gives to historians to devise explanations 
of the behaviour and performance of foreign firms in Britain.” The 
suggestion that foreign firms were more efficient than British ones sits 
uneasily with the conclusions of other papers in 1994, such as Lloyd-Jones 
and Lewis's on Sheffield, which are more complimentary about British 
business. There remains much to be done before the riddle of British 
industrial performance is solved. 


V 
CONCLUSION 


Many of the traditional controversies of British microeconomic history are 
alive and kicking: the performance of the old staples; family firms; 
Victorian entrepreneurship; the banks and their relations with industry; and 
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overseas investment. Newer topics include R&D, inward FDI, the free- 
standing company, the commercial property market and very small 
businesses. A striking feature of the literature for 1994 is that some authors 
have found new ways of defending British businesses from the charges 
brought against them. These champions of the British firm include Edgerton 
and Horrocks on R&D, Lloyd-Jones and Lewis on Sheffield, and Wale on 
the Leicestershire Banking Company. Tiratsoo and Tomlinson also question 
the common assumption that British unions were obstructive. Were British 
firms really all that bad? We continue to lack definitive answers both to this 
question, and the broader one of the causes of Britain’s patchy economic 
performance since 1870, but it is encouraging to see that some historians are 
beginning to approach them from relatively novel angles. 
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Stock Transfer Patterns in the Hudson’s Bay 
Company: A Study of the English Capital 
Market in Operation, 1670—1730 


ANN M. CARLOS and JILL L. VAN STONE 
University of Colorado at Boulder 


In recent years, there has been expanding interest in the growth, structure 
and integration of the English securities market in the late seventeenth and 
eighteenth centuries. Capital markets matter. Indeed, Brewer’s discussion of 
the fiscal/military complex in the eighteenth century has shown the very 
close ties between the military successes of the state and the ability of the 
state to acquire those funds. But the ability to acquire funds through the sale 
of debt issue requires the existence of an institutional framework within 
which to operate. In this regard, the role played by the Bank of England, the 
South Sea Company and the Million Bank as agents of the government was 
very important.’ 

In their recent work, British Imperialism, Cain and Hopkins expound the 
link between gentlemanly capitalism and the expansion of British 
imperialism and overseas development. They are interested in the way in 
which funds were channelled from landed gentry to overseas projects. 
Although their work starts in 1688, they in fact spend very little time 
discussing the early capital market structures which gave rise to these 
connections.” Yet it is these very connections and structures that need to be 
examined if we are to understand the links between the various sectors of 
the economy. 

Considerable work has been accomplished in this area. With his seminal 
work, Dickson provided us with a description of the development of public 
credit in England from the Restoration to the middle of the eighteenth 
century. More recently, Neal has documented the efficiency with which the 
London and Amsterdam markets operated, while Buchinski and Polak 
examined the extent to which a national market for securities had emerged 
within England by the end of the eighteenth century.’ As a result, the broad 
outlines and features of the securities market are clear, but the finer details 
remain to be explored. 

Mirowski has argued that, although by the end of the seventeenth 
century all the institutional features necessary for the operation of a 
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securities market existed — legal guarantees of transfer, full-time arbitra- 
geurs and sufficient dissemination of information, — over the first balf of the 
eighteenth century the use of the market decreased rather than increased.‘ In 
contrast to Mirowski's view of market degeneration, Patterson and Reiffen 
argue that the decline in the use of the formal market was tbe result of the 
Bubble Act passed in 1720. This legislation restricted the use of the formal 
market only to those firms which had been issued with a corporate charter. 
All unchartered firms were now forced to operate as partnerships. This view 
has been challenged, in turn, by Harris, who argues that the Bubble Act was 
an attempt by the South Sea Company to hinder alternative investment 
opportunities and thus to direct capital into its own shares.’ 

The evidence for the apparent change in tbe use of the formal market 
comes from the decline in the number of companies and prices listed in the 
various Price Lists over the first half of the eighteenth century.‘ To judge by 
these lists, the range of securities and the number of firms was large from 
the 1690s through the South Sea Bubble in 1720 and then collapsed. 
Thereafter, the market focused almost exclusively on the securities of tbe 
Bank of England, the South Sea Company and the East India Company. 
While the price information given in these price lists is invaluable, we need 
to be very careful that we do not infer, as Mirowski has done, that lack of 
price data implies a lack of market activity. 

Cope posits that some prices may be left off a list because the shares had 
lost their speculative nature, while Neal suggests that printed data was more 
important for foreign security holders and thus as the number of foreign 
shareholders declined so too would the need for printed price materíal.' 
Indeed, we need to know much more about how these price lists were 
organised in the late 1600s and the early 1700s and who decided which 
firms to include, before we can say with confidence that lack of printed 
price information does indeed imply lack of market activity in that security. 

The purpose of this paper is to provide an alternative approach to tbe 
issue of market activity and development. Because many of the chartered 
companies sold their subscriptions on call, the companies had to keep very 
good records on stock ownership They also needed to know who was 
eligible to vote at the shareholders’ meetings, commonly known as the 
General Court, and who should earn dividends. These stock-owner lists and 
the transfer books of these companies provide important information not 
just on those particular companies but also on market activity. 

These records have been used before. Bowen used the transfer records 
of the East India Company to look at the connection between investment 
and empire in the later eighteenth century. Davies has used them to look at 
joint-stock investment at the end of the seventeenth century, while Rich and 
Davies use this same source in their respective histories of the Hudson's 
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Bay and Royal African Companies. Often, however, these sources are used 
for their social significance because they provide the names of those who 
were involved in these companies.” 

Here we examine the stock-transfer records of the Hudson’s Bay 
Company for their potential information on the way the market operated 
over the 60-year period from 1670 to 1730. These years cover the very 
active market in the 1690s and the South Sea Bubble in the late 1710s. The 
records, therefore, provide an invaluable insight into both the extent of stock 
ownership and market activity. We show that the Company went through 
two main phases; 1670-1700 where activity was very high and then 
1700-1730 where activity was considerably less despite the South Sea 
Bubble. The records also point out the role played by goldsmiths and 
scriveners in facilitating market activity. The information clearly documents 
that the goldsmiths and scriveners operated not merely as bankers but also 
as stockbrokers, providing a wide range of financial services. These results 
complement an emerging literature on the role played by goldsmith bankers 
at the end of the seventeenth century." 


I 


In 1670, the Hudson's Bay Company received a royal charter to trade for 
furs in the drainage basin of Hudson Bay. On receipt of its charter, despite 
conflict with the French, the Company quickly established several posts 
around James Bay. While the Treaty of Ryswick in 1697 defined ownership 
of Bay posts between the French and English, the Treaty of Utrecht in 1713 
brought an end to this period of military conflict between the two countries. 
The treaty designated the Hudson Bay drainage basin as British, and the 
Company resumed control of all the posts around the Bay. 

Even during the years of conflict with the French, the Hudson's Bay 
Company was always able to import a variety of furs into England, which it 
sold to furriers and hatter/felters. These furs included beaver, martin, bear, 
wolf, cat, wolverine, elk, fox and otter. Beaver, however, was the primary 
fur by number and value and was used predominantly by the felting 
industry. Beaver pelts were transformed into the finest quality wool felt hats 
which were high fashion for over two centuries." The other furs were sold 
for the fine garment trade. 

The Company chartered to trade to Hudson’s Bay had an initial capital 
stock of £10,500, which expanded to £31,500 in 1690 and grew to £103,950 
in 1720. When compared to the other overseas trading companies, it was 
clearly the smallest. When chartered, it was one-tenth the size of the Royal 
African Company (chartered two years later to buy slaves along the African 
Coast) and about one-twenty-fifth the size of the East India Company. At 
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the same time the Hudson’s Bay Company was not small relative to the 
majority of the companies chartered. In his Constitution and Finance of 
English, Scottish and Irish Joint-Stock Companies to 1720, Scott examined 
the financial and organisational structure of all such companies. He 
estimated that in 1695 the paid-up capital for a total of 140 firms was 
£4,250,083. In that same year, the paid-up capital of the Hudson’s Bay 
Company was £31,500. The average size of the remaining 139 firms was 
£30,341, albeit with some variance." 

However, much of the literature on the operation of the securities market 
has focused on the Bank of England and the East India Company because 
with paid-up capital in 1695 of £720,000 and £739,782 respectively, they 
dominated the market. They clearly were very important firms, but it was 
the more modestly scaled firms that made up the bulk of the chartered 
corporations at this time. Yet we know very little about the activities of 
these firms or about the extent to which these firms might have had access 
to the formal market. 

Despite the joint-stock nature of these firms, many have argued that, 
given their size, they were nothing more than a partnership under another 
name or a family-style firm. One of the most famous was Adam Smith who, 
using the Hudson's Bay Company as an example, argued that 'a joint stock 
company, consisting of a small number of proprietors, with a moderate 
capital, approaches very nearly to the nature of a private copartnery...’.“ 
E.E. Rich stated a similar view in that the 'small subscribed capital, was 
necessarily in the hands of this small group [Shaftesbury and Hayes] and 
their personal friends'. As a result, these smaller firms have been 
overshadowed by the giants of the period who dominated the market and the 
Price Lists. But this very domination may well have skewed our impression 
of how the securities market operated. The information available in 
company documents provides further insight into the operation of the 
English capital market during the late seventeenth century. 


i 


The Transfer Book of the Hudson's Bay Company came into existence in 
July 1673 when the General Court ordered that ‘all assignements that shall 
bee made in this stocke by any Adventurers to any other person either 
amonge themselves or otherwise, the same shall bee signed ... in a booke 
that shall bee provided for that purpose’.“ Although the Company 
technically had to agree to all transfers, such a restriction was used only in 
cases where the existing stockholder was in debt to the Company or had 
been accused of private trade." The records give the date on which the 
transfer was registered. While this may not reflect the actual date of 
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purchase, the records do not suggest that the Company transferred 
ownership on some particular day of the week. The Book recorded the 
amount of stock being transferred, the names of the vendor and purchaser, 
along with whether all or part of the vendor’s stock was being sold. The 
occupation of those involved and their addresses was given in a large 
number of the transactions. 

The Transfer Book, however, does not give the price at which an 
exchange took place, except in one instance discussed below. The Company 
was primarily interested in who owned its stock and not necessarily in the 
price at which the transfer took place. But, as mentioned earlier, the lack of 
price data has led many to believe either that there was not much activity in 
these stocks and/or that the transfers which are registered with the Company 
really only refer to exchanges on account of death or exchanges between a 
very small group of individuals. While we do not know why price data do 
not exist, indeed they may have been lost, the stock-transfer data do allow 
us to examine just how closely held the company was, and the extent of the 
market activity in that stock. In turn, these data allow us to make some 
inferences about market operation, especially during the last quarter of the 
seventeenth century when we have little reliable price data. 

Here we examine the aggregate pattern of transactions starting in July 
1673 and ending in December 1729. These were turbulent years, covering 
the Dutch Wars, the Grand Alliance, tbe War of the Spanish Succession, 
ending with the Treaty of Utrecht in 1713. On a financial front, the period 
was also one of uncertainty: the shift from the House of Stuart, government 
funding of its war needs, parliamentary restrictions on stockbrokers and 
transactions in 1697 and the South Sea Bubble are only a few of the events 
during this period. For the Company, these years encompassed two scrip 
dividends, one in 1690 and one in 1720, each of which tripled the nominal 
value of the stock. In addition, the political changes in 1689 led to 
uncertainty about the validity of the Company's Royal Charter, which was 
partially settled with parliamentary confirmation in 1691." 

Shares in the Company were initially sold in £100 blocks. Because the 
record of stock transfers does not begin until July 1673, we have only 
limited information on the ownership patterns during the first two and half 
years of operation. The Charter lists 18 persons as initial subscribers, while 
the dividend list for 1690 has 29 names. By 1701, there were 67 
shareholders. It is these relatively small numbers which allow people to 
argue that the Company was small and closely held, but they belie the 
amount of activity. We have to differentiate between those who owned stock 
at a point in time and the turnover in ownership over time. During the first 
two and half decades, the Transfer Book lists 186 people as having held 
stock. From 1691 to 1730, there were 224 new shareholders, although many 
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of these come into the company during the decade of the 1690s.” In total, 
410 people held stock in the Hudson’s Bay Company during our period. 
Although we do not have a good metric to say whether or not this is a large 
number, the numbers do suggest activity or at least turnover in stock- 
holding. 

Of importance here is the extent to which transfer of stock is taking 
place because of death and inheritance. In this situation, company records 
would show a change in ownership, but there would not have been any 
market activity. If inheritance did play a large role, using the transfer 
records to infer something about market activity would lead to an over- 
estimate of such activity. From 1670 to 1730, the records list 50 transactions 
where they identify the seller as deceased. Thirteen additional transactions 
can be tied directly to these transfers, while another seven transactions 
between individuals with the same last name indicate that the seller had 
died. Thus, a total of 70 transfers can then be tied to the death of a 
stockholder, accounting for 6.3 per cent of all listed transfers or 7.8 per cent 
of the total volume of shares traded.? Although occasioned by death, many 
of these transactions do not appear to be direct inheritance transfers, but 
rather the cashing in of stockholdings. In fact, only a small portion of the 
transactions appear to be among family members. Nine of the 70 transfers 
run from the deceased through an intermediary, who immediately transfers 
the shares to the executor(s) of the initial transaction; ten more of the 
transactions are direct inheritance transfers between individuals with the 
same last name;” while an additional 14 transactions, or 1.3 per cent of the 
total, are between individuals with the same last name, they are not 
inheritance transfers." Though not all family transactions will be between 
individuals with the same last name, these transactions are a very small 
percentage of all transactions. In aggregate, transactions directly attribu- 
table to the death of a stockholder are quite small and, therefore, the 
majority of transactions we observe reflect market activity. 

Between the 410 individuals listed in the records, there are 1,110 
recorded transactions. Table 1 presents these data in tabular form, giving the 
total value of the stock transferred in each year, the average block size, tbe 
percentage of the value of the capital stock transferred, and the numbers of 
transactions recorded. Also shown is the total value of stock transferred 
normalised to the initial capital value of £10,500. Normalising the value 
figures to take the scrip dividends into account allows examination of the 
underlying trends independent of changes caused by the increase in the 
number of shares available. The normalised total and the percentage of 
stock transferred give the same information in slightly different forms. 
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Actual Normaksed 
Year Count Total Average % Total Total Average 
1673 5 1,1500 230.0 10 95% 1,1500 230.0 
1674 8 2,000 0 2500 19.05% 2,000 0 250.0 
1675 8 2,000.0 2500 19 05$ 2,000.0 250.0 
1676 5 1.5000 360.0 17 14% 1,800 0 360.0 
1677 5 1,400.0 230.0 13.33% 1,400.0 2800 
1678 9 2,250.0 2500 21.43% 2,250.0 2500 
1679 3 7,700.0 197.4 TIIA 7,700.0 197 4 
1680 19 3,000 0 157.9 28 37% 3,000 0 157.9 
1681 9 1850.0 17.62% 1550.0 205.6 
1682 15 24750 191.7 71MM 2475.0 191.7 
1683 38 6,2250 171.7 214% 6,325.0 171.7 
1684 34 4,250.0 125.0 048% 4250.0 123.0 
1685 10 1,175.0 117.5 11.19% 1,175.0 117.5 
1686 25 3,350.0 1340 31.90% 1340 
1687 31 4,3250 139.5 41.19% 4,325.0 139 5 
1683 24 2,9000 112.5 25.71% 2,7000 112.5 
1689 az 2,690.0 1223 362% 2,690 0 1223 
1690 67 12,155 0 181.4 6,183.0 923 
1691 92 37,5000 119.05% 12,500.0 95.4 
102 92 26,950 0 245.0 £9633 81.7 
1653 81 15,250,0 1883 4841% $0833 62.8 
1694 50 10,273 0 205 5 34250 635 
1695 n 10,132.0 1952 3227% 33840 651 
1696 21 5,4750 260.7 17.33% 1,825 0 869 
1697 21 $1550 293.1 19.544 2,051.7 97.7 
1658 14 32000 221.6 10.16% 1,966.7 76.2 
1659 18 341.9 21 53% 2291.7 173 
1700 41 17,6340 430.1 55.98% 587.0 1434 
1701 7 3,175.0 4336 10.08% 1,058 3 1512 
1702 2 0 2500 1.59% 166.7 33 
1703 9 34,1100 M56 5. ps 1,036.7 1132 
104 7 10500 150.0 33 500 
1705 4 1,800.0 4500 571% 6000 1500 
1706 7 2,300 0 3286 73094 766 7 109.5 
1?07 5 1,600 0 3200 5.08% 533.3 106.7 
1708 2 1,3000 6300 41M 433.3 2167 
1009 4 600.0 150.0 1904 2000 50.0 
1710 2 600.0 300.0 190% 2000 100.0 
1711 2 1,500 0 9500 6.03% 633.3 316.7 
1712 3 2,180.0 725.7 6.92% 726.7 2422 
1713 4 {9000 4750 603% 633.3 1383 
1714 7 2200.0 3143 696 733.3 104 8 
1715 6 22500 373.0 714% 750.0 1250 
1716 9 4,7150 531.7 15.19% 1,595.0 177.2 
1717 5 23000 720% 766.7 1533 
1718 3 1250.0 416.7 397% 4167 138.9 
1719 7 2,150.0 307.1 cna 716.7 102.4 
1720 15 10,606 0 701.1 21.29% 2235.5 149.0 
1721 5 6790 3.59% 3772 75.4 
1722 5 5,330.0 1,066.0 5.65 5922 118.4 
723 8 5,700.0 7125 6005 633.5 792 
1724 3 2,500.0 1333 265% 2714 926 
1725 5 23911 4532 242% 2546 509 
1726 11 19,755 0 1,795.9 20 90% 2,195.0 199.5 
{727 8 255.1 406.9 1445 3617 452 
1728 13 120713 924.6 11.77% 13413 1032 
1729 i 20,983 4 1,907.6 n20% 23315 2120 
1730 6 5,6300 5965 625.6 1043 





Source: Transfer Book of Hudson's Bay Company, 1673-1730. 


As is evident from Table 1 and Figure 1, transfer activity was far greater 
during the first half of the period than in the 30 years after 1700, which are 
the very years for which we do not have complete price series for any 
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chartered companies; 881 transfers were recorded from 1673 to 1699, with 
only 229 for the next three decades. During the first six years of record 
keeping the whole value of the stock changed hands 1.7 times. In the 
following decade, transfers amounted to three times the value of the stock. 
From 1690 to 1699, the stock turned over four times. Yet, even from 1700 
to 1730, the total nominal capital of the company turned over in two of the 
three decades. 





Source: Seo Table 1 


Some of the activity evident in Figure 1 was generated by actions 
undertaken by the Company. In September 1690, the Committee decided 
that it was going to treble the nominal value of the stock ‘as hath been 
designed some years since'.* Dividends would be paid on the enlarged 
shareholdings and shareholders were free to sell these new shares. As is 
evident from the spike in Figure 1, the stock split generated a large amount 
of activity, but there was also sizeable activity for the remainder of the 
decade. This is the only decade for which we have price data. Scott reports 
that in March and April 1692 the price of £100 of trebled stock was 260. By 
January 1693 this had fallen to 190 and by the end of the decade the price 
was hovering around 100.” The one price reference given in the Transfer 
Book is for April 1688, just two years before the stock split. It is noted that 
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a £100 share was valued at 500. With the trebling of the nominal value of 
the stock, we would expect the price per share to decline. But it does appear 
that from the end of the 1680s to the early 1690s, Hudson’s Bay Company 
was seen as profitable by the market. Even in 1700, someone who had 
purchased one share for £100 could still sell it for £100, despite the trebling 
of the nominal stock, which means that the trebled nominal value of the 
stock reflected the real capitalisation of the Company. Interestingly, Rich 
has argued that after 1690 'the marked feature of the stock was that it was 
not "active" even at the high price obtainable’.” This is clearly inaccurate. 
In March 1692, for example, when the price of Hudson's Bay Company 
shares was 260 there was a record 92 transactions and the high level of 
activity continued for the rest of the decade. 

The low level of activity from 1701 to 1720 is interesting because these 
decades end with the South Sea Bubble. The lack of action reflects, in part, 
the particular circumstances of the Company. Although the Treaty of 
Ryswick in 1697 had allocated forts on Hudson Bay between English and 
French, each group was actually in possession of the opposition's posts. 
When war broke out again in 1702, trade continued but only with difficulty. 
After the Treaty of Utrecht in 1713, the company's position in North 
America was better than it had been in any of the previous 25 years.™ 
However, dividend payments only resumed in 1718, with a ten per cent 
dividend that year and a six per cent dividend in 1719 and further dividends 
in the 1720s. 

The low levels of transfer activity may also reflect a change in the 
market. From 1700 to the Bubble, there was a large increase in the number 
of non-chartered firms issuing stock and much of the market activity reflects 
the promotion of new issues. In fact, Patterson and Reiffen argue that it was 
this activity that caused the government, in June 1720, to pass ‘An Act to 
Restrain the Extravagant and Unwarrantable Practice of Raising Money by 
Voluntary Subscription for Carrying on Projects Dangerous to the Trade and 
Subjects of the Kingdom’ — the Bubble Act.” Concurrent with this increase 
in market activity by these ‘new’ firms was a decline in activity for the older 
joint-stock companies, as has been noted by Davies. Such a decline is 
evident in the transfer pattern of the Hudson’s Bay Company. Was this 
coincidence or was there some crowding out of the market by these newer 
firms? The increase in stock transfers in the decade after 1720 gives limited 
support for the crowding-out hypothesis.” 

In contrast to the stock split of 1690, the second trebling of the stock in 
1720 generated much less activity (Figure 1), which was probably due to the 
timing of the issue. It was only in August 1720 that the Company decided 
to increase the nominal value of the shares. The directors wanted more 
accurately to reflect the value of the stock owned. However, the scrip 
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dividend came with the downturn in the market surrounding the South Sea 
Bubble and was therefore affected by the uncertainty in the market." It is 
only after 1720 that there is an increase in activity with more stock changing 
hands. 

In addition to the financial rewards of dividends and price appreciations, 
stock ownership also generated a level of political power within the 
Company. The Company Charter specified its legal and organisational 
structure and the voting rights of shareholders. The Company was headed 
by a Governor and a committee of seven, who were elected at an annual 
meeting to be held ‘between the first and last Day of November'.? The 
charter allowed one vote for each £100 of stock, and, unlike the Royal 
African Company, for instance, it allowed individuals to aggregate shares to 
make up a £100 vote.? Rules concerning voting rights were to become a 
major issue for the joint-stock trading companies during this period. In 
particular, it was argued that having one vote for each certain pound value 
of stock made it possible for an individual or a group of individuals to 
engross the stock and influence company policy." There may also have been 
a concern about the influence of foreign owners of stock on company policy. 
As a result, the Charter of the Bank of England (1694) and the new charter 
of the East India Company (1698) tied the voting right to the shareholder 
irrespective of the amount of stock owned, only requiring a specified 
minimum share value. This policy, however, led to coalition building and 
lobbying." 

In 1675, although one only needed a £100 share to be able to vote at the 
General Court, Company by-laws required that anyone who wanted to be a 
committee member must hold at least £300 of stock.” After the stock split 
of 1720, it was decided that the Governor must hold £1,800 and the Deputy 
Governor or a committee member £900.” This meant that overall 
shareholdings had to rise in nominal terms for anyone who wished to be 
involved in the operation of the Company. However these changes 
represented only a £100 share requirement in terms of original capital. Such 
requirements, nonetheless, impart a bias to the scale of shareholding by 
individuals. 

The changes in the block size of the shares being transferred by investors 
are evident in Table 2. During the first two decades the largest amount 
of activity was in £100 blocks followed by the £101-299 range. What 
is worth noting is the amount of activity in the £0—£50 range. The Hudson's 
Bay Company allowed people to add together small amounts of stock 
to generate a £100 vote. Clearly, the very small investor could get into 
and was buying stock in this Company. This also implies that the capital 
market was structured in such a way that allowed this level of investment to 
occur. 


THE HUDSON’S BAY COMPANY 25 


TABLE 2 
BLOCK SIZE OF TRANSACTIONS 


Nominal Value of Transactioss 





Block 

Size 1673-1689 1690-1691 1692-1700 1701-1710 1711-1730 Total 
0-50 36 12 14 2 4 68 
51-99 1 0 6 2 4 13 
100 124 80 180 12 10 406 
101-200 80 28 91 7 10 216 
201-300 48 42 35 10 9 144 
301-500 12 13 # | 28 113 
over 500 4 24 43 9 70 150 
Total 305 199 418 53 135 1,110 

Normalised Value of Transactions 

Block 

Sie 1673-1689 1690-1691 1692-1700 1701-1710 1711-1730 Total 
0-50 36 74 213 16 30 369 
51-99 1 26 85 8 28 148 
100 124 61 28 9 5 22 
101-200 80 26 67 14 53 240 
201-300 48 4 14 3 6 75 
301-500 12 8 10 3 9 42 
aver 500 4 0 I 0 4 9 
Total 305 199 418 53 135 1,110 


Source; Transfec Book of Hudson's Bay Company, 1673-1730. 


From the decade of the 1690s, the amount of activity in the larger block 
sizes increased. In the last two decades, the largest amount of activity 
occurred in the range greater than £500. But we must be careful in making 
inferences from this. Each stock split tripled the value of stock held by a 
shareholder. This was bound to have an influence on the level of activity and 
the size of block that the individual shareholder could sell. When we look 
at activity normalised for the increase in shares held, a very different pattern 
emerges. Shareholders were selling proportionally smaller blocks of stock. 
For instance, when the holdings are normalised in the period from 1692 to 
1700, the amount of activity in the £0-£50 range increased dramatically. 
What this suggests was that, after shareholders had their holdings tripled, 
they sold relatively more but smaller blocks of shares then before. This 
resulted in an overall level of greater activity which allowed more people to 
buy into the Company. 
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TABLE 3 
BLOCK SIZE OF HOLDINGS 
1690 1690 
After Split * Before Spit * 
0-300 8 216% 21.6% 0-99 2 54% 
301-999 l 4 7105 100 7 1 6505 
1,000-1,999 il 29. 101-200 t0 z 
2,0004 54% 54% 201-300 5 13 
301-500 9 AIS 243% 
»500 4 10.8% 10.8% 
37 37 
1702 1702 
Actual Vake * Normalised * 
0-300 38 56.7% 36.7% 0-99 3 46.3% 
301-999 2 Au 40.0% 100 8 11 91.0% 
1,000-1,999 4 101-200 13 19.4 
2,000+ 2 30$ 10% 201-300 9 1345 
301-500 3 45% 45% 
»500 3 45% 45% 
67 67 


Source: Transfer Book of Hudson's Bay Company, 1673-1730. 


The importance of the stock splits on the size of holding-by-investor is 
very important. Davies has argued that the median-sized investor, 
£300-£2,000, dominated holdings within the smaller, older chartered 
companies.” Data for 20 October 1690, immediately after the stock split, 
would tend to support this hypothesis. The numbers, given in column 1 of 
Table 3, show that 73 per cent of Hudson’s Bay Company investors fall 
within the median-size category. Yet only two days earlier, just before the 
stock split and when the transfer book had been closed, 65 per cent of the 
investors would have been defined as small-scale investors. Nothing had 
changed other than a trebling of the number of shares held by each 
shareholder. Table 3 also shows the block sizes held in 1701, after 
shareholders were able to respond to the stock split and readjust their 
portfolios. Once again there were a large number of small investors, 57 per 
ceat. These data strongly suggest that great care must be taken when talking 
about the size of investor in any company and making inferences about 
market access. Company- specific policies can bave a large impact on 
shareholding, and whether one examines the beginning or the end of a 
transition period will also affect the results. Indeed, Bowen shows the same 
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type of changes taking place in the East India Company where, in response 
to the new voting regulations, shareholders had to increase their holdings 
from £500 to £1,000 by October 1773. Whereas £500 units accounted for 
46.2 per cent of the total holdings in 1769, they fell to 5.4 per cent by 1791.” 

Because of the potential for political power within a company that came 
with stock ownership, election rules for the General Court could influence 
the transfer pattern. Such transactions would not represent market activity 
in the stock, rather an attempt to influence the election of officials. Such 
practices have been clearly documented for the East India Company.“ For 
the Hudson’s Bay Company, no one quarter stands out as dominant and 
there does not appear to be any particular trend in the data." Transfers were 
not clustered in the quarter before the election nor are the quarters of zero 
transactions the same in each period.“ The quarterly data again tend to 
reinforce what has been seen in prior figures and tables. People were buying 
Hudson's Bay Company stock for many reasons.“ 

The previous discussion suggests that there was activity in Hudson's 
Bay Company stock separate from transfer activity occurring because of 
death or inheritance. Certainly in the three decades before 1700, not only 
was there a good deal of movement in stock ownership, but also small 
investors were buying into this firm. This information in itself tells us 
something about the operation of the capital market. But it is highly 
impersonal. The transfer data also allows us to examine the type of 
individuals who purchased shares, asking to what extent such activity can 
be correlated to occupation or board membership. It also enables us to focus 
on the role played by goldsmiths and scriveners as brokers in this market. 


IV 


The stock market in late seventeenth-century England was not a national 
market. Although Neal and Quinn have documented the degree of 
integration between various European centres by this time, Buchinsky and 
Polak place the emergence of a unified national market in the nineteenth 
century.* But cven if the London market was regional rather than national, 
it was still the centre from which growth would occur.“ Thus the more 
detailed the picture that emerges of that market, the more information we 
will have on its formative years and the roles played by different groups. 
The Transfer Book of the Hudson's Bay Company provides information 
not only on overall volume of trading activity discussed above, but also on 
the occupation of individuals who were purchasing stock. Because 
occupation is not given in every case and because individuals had multiple 
purchases or sales, the number of occupations listed is less than the number 
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of transactions. In addition to providing information on those involved with 
the Hudson’s Bay Company, the occupational data could be used to explore 
the role of gentlemanly capitalism. 


TABLE 4 
LIST OF OCCUPATIONS 





Occupation No. of Occurrencee 


aa RES 





Source: Transfer Book of Hudsoo's Bay Company, 1673-1730. 


The range of occupations listed is wide and suggests that over the 60- 
year period a large cross-section of people used the market.” Occupations 


changes meaning over time. Here we include those with a title, unless a 
specific occupation is listed; those who list occupation as gentleman, and 
those who gave their name with esquire. Interestingly, Bowen notes that in 
his population of East India Company shareholders in 1756, none describes 
himself as a ‘gent’.“ Obviously, such a broad category will hide those who 
were involved in some specific occupation and who were not of ‘gentle’ 
birth and ‘idle’ living as described by Corfield. Merchants formed the 
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second largest group; again ‘merchant’ refers to those who specified that as 
their occupation. One could conceivably add to this group all who were 
more specific in their occupational listing. The records show that 
buyers/sellers were apothecaries, brewers, felters, chandlers, drapers, 
fishmongers, grocers, gunpowdermakers, haberdashers, mercers, mariners, 
tailors, upholsters and waxchandlers. Also listed were goldsmiths and 
scriveners, doctors, members of the inner temple, widows and spinsters. In 
144 transactions, no occupation was listed. Certainly occupation by itself 
does not seem to have been a barrier to entry into the market for Hudson’s 
Bay Company stock. 

The Hudson’s Bay Company was a trading company. It purchased 
manufactured commodities in England and traded them for furs in Canada.” 
These furs were then sold to felters and furriers. The manufactured goods 
included guns, ammunition, blankets, beads, broadcloth, lace, gartering, 
knives, hatchets, kettles, ice chisels and files. Thus, those who were 
involved in these activities may have purchased shares in order to improve 
their marketing position vis-d-vis the Company. Correspondingly, felters 
and furriers may have felt that they would be better placed if they were 
shareholders. The Company also purchased food, alcohol, candles and 
medicines for its posts and men on the Bay. The specific occupations listed 
in Table 4 do, in fact, correspond to the types of commodities the Company 
was buying, but unfortunately we do not know if those who actually sold 
commodities to the Company were the same people who were buying 
shares, although it would seem to be a reasonable conjecture. 

A surprising feature of the occupation listing was that while there were 
some shareholders who list their occupation as felter, none listed an 
occupation as furrier. Yet furriers as a group were the main purchasers of 
Hudson’s Bay Company furs. It is unlikely, therefore, that none of those 
involved in the fur market owned stock, rather they gave no occupation or 
listed their occupation as merchant. To test this hypothesis, we examined the 
Company's fur sale records.” The fur sale records give the names of those 
who purchased various lots at the Company sales. Roughly 600 different 
individuals bought furs from the Company over this 60-year period. Of 
these, only 46 were shareholders, or 7.6 per cent of those who bought furs. 
But within this small group nearly half were also members of the Board of 
Directors. It was, therefore, a subset of furriers rather than felters who 
were most closely involved in the Company’s operation. This might account 
for the more active role played by the hatter/felter group in trying to 
determine Company policy through parliamentary activity." An interesting 
issue which arises is why felters chose a parliamentary route while the 
furriers used internal influence. While some felters owned stock, they did 
not become involved in the internal operations of the Company. The 
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constraint might lie in the financial resources available to members of each 
group. Furriers as a group may have been much wealthier than the 
hatter\felters. Personal or firm wealth would then allow a furrier to buy a 
greater number of shares, which would both allow him to have a greater 
number of votes and to become a director. 

The entries also allow for some examination of the way in which the 
actual market for Company shares operated. Although Davies suggested 
that purchasers and sellers had to go out and find one another, much as in a 
barter transaction where there had to be a coincidence of wants on both 
sides, Cope described a much more organised market.” These records 
would argue: that there was a well-organised market. The history of the 
evolution of the capital market gives a predominant role to goldsmiths and 
scriveners. From their activities came specialised banking, brokerage and 
legal services.“ Dickson argued that, during the late seventeenth and early 
eighteenth centuries, jobbers tended to become the main suppliers of stock, 
while brokers became the agent in speculative transactions, ‘where no 
transfer was usually contemplated’.* 


TABLE 5 
OCCUPATIONS BY VALUE AND NUMBER OF TRANSACTIONS 
By Number 
Count Amonnt Last Name First Name Occupation 
i22 10,116.7 Sheppard Wm Goldsmith 
88 7,1213 South John Scrivener 
42 5,900.0 Derog Str Bd None 
28 5,900.0 Hayes Sir James None 
42 53833 Codworth Sam Mercbant 
52 4,535.6 Perry Job Bag/Loadon 
44 4316.7 Hudson Poter GunpowderMaker 
4) 4,287.5 Hayward Nich Gent 
17 42333 Young Wm Esg/Iuner Temple 
4,100.0 Evance Sir Stcph Goldernith 
By Valna 
Comt Amount Last Name Pint Name Occupation 
2 10,1167 Sheppard Wm Goldemith 
88 71213 Smith John Scrivener 
52 4,535.6 Perry Joka Esg/Loadoa 
44 4316.7 Hudson Petor Ganpowdermeker 
44 4,100.0 Evance Sir Steph Goldscnith 
42 5,900.0 Dering Str Bd None 
42 53833 Cudworth San Morchent 
41 4257 5 Hayward Nich Gent 
39 3,850.0 Sweetappic Sir John Goldemith 
30 3,183.3 Lancashire Capt Rob Merch 





Source: Transfer Book of Hudson's Bay Compeny, 1673-1730. 
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When buyers and sellers of Hudson's Bay Company shares are listed by 
number of transactions, the top two individuals were a goldsmith and 
scrivener respectively (Table 5). William Sheppard and John Smith together 
were responsible for 19 per cent of all transactions.* In fact, the top ten 
individuals together account for 54 per cent of transfers. There was also a 
surprising level of activity between those listed in the top ten by transaction, 
with 23 per cent of Sheppard's transactions occurring within this group. 
Four of the ten were goldsmiths or scriveners, while the role of the merchant 
was also important. Sheppard and Smith, however, were also the most 
important players when we look at the value of transactions by individual. 


TABLE 6 
WILLIAM SHEPPARD, LEDGER OF STOCK HOLDINGS POR 1692 


Tumecoon Date 


(Yesc'Montt/Dey) Amount Balance 
300 
1692 01 22 -100 200 
1692 Q2 11 25 450 
1692 02 15 400 830 
169202 15 -200 650 
1020022 100 730 
1692 02 25 -100 650 
1652 02 25 -100 550 
1602 05 10 -100 450 
1692 03 i1 -100 350 
1692 05 13 *00 1,130 
1692 05 18 300 650 
1622 05 28 100 530 
1692 05 21 100 450 
1692 06 06 100 350 
1692 06 08 600 950 
1692 06 16 100 a0 
1692 06 16 100 730 
1692 06 27 600 1,350 
1622 06 27 100 1250 
1692 06 27 200 1,030 
1692 06 77 400 1,450 
1692 07 30 100 1,350 
1632 10 18 200 1,150 
1652 10 24 200 950 
1632 10 25 100 150 
1692 10 25 100 750 
1692 11 01 -400 350 
1692 11 02 1,000 1,350 
1692 11 02 -300 550 
1692 11 02 200 350 
1692 11 (2 100 250 
1692 11 05 100 aso 
1692 11 21 150 500 
1622 11 21 100 600 
1692 1202 200 too 
1692 12 08 100 900 
1692 12 13 -100 800 
1692 12 13 +100 700 


Notes: Total number of transcations in 1692: 38 A negative sign implies a sale. 
Source’ Transfer Book of Hudson's Bay Company, 1673-1730 
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William Sheppard and John Smith operated as brokers (or as jobbers in 
Dickson's terminology) in that they clearly bought stock for quick resale. 
Both were involved in a large number of small transactions, presumably 
making a small profit on each transfer. Sheppard first appears in the market 
on 26 June 1689 and remained until the end of April 1701, when he went 
bankrupt. Table 6 gives an account of his activity for 1692, the year in 
which he had his largest number of transactions, along with his net 
holding.” He began 1692 owning only £200 and ended the year with £700, 
but his acquisition was not linear. In August and November he had holdings 
valued at £1,350. The record shows that Sheppard was involved in buying 
and selling multiple blocks of stocks on any perticular date. His role appears 
to be one of broker in Company stock. 





TABLE 7 

JOHN SMITH, LEDGER OF STOCK HOLDINGS FOR 1692 

Transaction Date 

(Yoar/Mooth/Day) Amount Balance 

1,100 

1692 01 19 -500 600 
1692 03 18 -100 500 
1692 04 06 -100 400 
1692 05 27 100 500 
1692 06 04 500 1,000 
1692 06 15 -1,000 0 
1692 07 23 100 100 
1692 07 26 400 500 
1692 08 03 400 900 
1692 08 03 -300 600 
1692 11 17 -100 500 
1692 12 12 -500 0 
1692 12 12 500 500 





Notes: Total number of transactions in 1692: 13 A negative sign implies a salo. Transactions 
are listed in tbe order in which they appear in the Transfer Book. 
Source: Transfer Book of Hudson's Bay Company, 1673-1730 


John Smith, a scrivener, was not as active as Sheppard, but none the less 
conducted a significant volume of business with many individuals during 
his involvement with the Company. He began transacting in 1690, and 
continued until 1696, at which time he held a balance of 354 shares. This 
balance was held through 1730, but we have no indication of why be 
discontinued his transactions. Table 7 gives a ledger of his transactions for 
1692. Here we see a pattern similar to Sheppard, conducting multiple 
transactions on some days, usually in small blocks. The £1,000 block sold 
on 15 June 1692 went to Samuel Cudworth, who had sold that block to 
Smith six months earlier on 11 December 1691. Smith seems to have been 
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carrying Cudworth over the first half of 1692. Otherwise, the transactions 
noted were small and conducted with a variety of different individuals. In 
fact, Smith’s 88 transactions were conducted with 54 different individuals, 
indicating that he was providing brokerage services. 


TABLE 8 
SIR STEPHEN EVANCE, LEDGER OF STOCK HOLDINGS 





Transachon Date 
(YeadMonth/Day) Amount Balance 
1684 Q2. 20 100.0 1000 
1684 02 20 -25.0 750 
1684 02 20 -25.0 50.0 
1686 10 19 100.0 150.0 
1688 02 27 100.0 230.0 
1688 09 15 -100.0 150.0 
1688 09 23 -100.0 500 
1688 11 12 100.0 1500 
1689 10 10 -1000 50.0 
1689 10 15 -$00 0.0 
Stock Split (Normaleed Valuca) 
1691 04 16 1000 100.0 
1681042 100.0 200.0 
1591 06 30 -33.3 166.7 
1691 06 30 -333 1333 
1691 06 30 -33 1000 
1691 06 30 -100.0 pn 
1691 09 06 1000 100.0 
1691 09 09 200.0 300.0 
1691 09 10 100.0 4000 
1691 10 30 BI 3333 
1691 11 19 -333 300.0 
1691 1123 67 366.7 
1691 1231 -333 3333 
1692 02 10 166.7 500.0 
1692 06 27 3335 466.7 
1692 06 27 -1333 333.3 
1692 10 25 67 266 7 
1692 1129 333 300.0 
1692 11 30 333 3333 
1692 12 20 33.5 3667 
1693 02 14 33.3 4000 
1693 03 15 1000 500.0 
1693 03 25 -100.0 400.0 
1693 08 10 333 3667 
1694 02 16 -333 3333 
1694 02 16 67 2667 
1696 09 10 333 3000 
1696 11 12 -2000 100.0 
1698 07 12 33 1333 
1700 03 04 1000 233.3 
1701 07 01 1667 4000 
1702 02 06 -166.7 2333 
1703 10 23 166.7 400.0 
Stock Spit (Normalised Values) 
1726 03 25 -67 -166.7 





Notes: Total number of transactions: 46. 
Source: Transfer Book of Hudson's Bay Company, 1673-1730. 
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Another goldsmith involved in the Hudson’s Bay Company was Sir 
Stephen Evance. Evance was not only a major purchaser of furs, but also a 
major player in the bullion market. Evance purchased his first shares in the 
Company in February 1684 and beld shares when be died in 1721. But the 
records show that he ceased to be active in Company shares after October 
1703. Table 8 gives a ledger of his transactions. In the period 1684 to 1689 
Evance was purchasing and selling small blocks of stock. Although he 
continued to sell small blocks of stock after 1689, his personal holdings 
rose. Part of this increase is generated by the fact that he was Governor of 
the Company in 1692-95 and on the Board for 1696 and, therefore, had to 
hold larger amounts of stock in order to be eligible for office.* 
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Source: Transfer Book of Hudson's Bay Company, 1673-1730 


Because Evance was personally involved in Company operations, the 
Tole played by Sheppard and John Smith is much more indicative of the 
functioning of the market for Company sbares. The records suggest that 
there were a small group of individuals who were known brokers for 
Hudson's Bay Company stock. These brokers sold small blocks of stock to 
a reasonably wide group of people, in perticular in the first three decades of 
the Company's operation. It would appear that they could turn to one 
another to resolve any shortfalls in their own requirements. 

Not all sharebolders were men. While they did not constitute a large 
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group, there were women shareholders. Table 9 lists those who bought 
and/or sold shares between 1673 and 1730. Some clearly received shares on 
the death of a spouse, while some received shares by bequest.” But there are 
some who seem to be actively engaged in the market. Overall there were 45 
transactions by 18 women, or ten per cent of the total number of 
transactions. Seven are listed as widows and five as spinsters. Table 8 notes 
those who were buyers or sellers or both. Again this reinforces the argument 
that the pattern of shareholding in this Company was diffuse and that shares 
were accessible to a wide range of people. Thus, while in many respects the 
Hudson’s Bay Company was small, it was clearly integrated into the wider 
capital market of the period. 


v 


By the late seventeenth century, a well-defined market for securities existed 
in London. It was organised, efficient and used. Yet when we examine the 
structure of that market, the large players of the period have dominated the 
discussion: the East India Company, the Bank of England, the government, 
and the South Sea Company. The inference, explicit or otherwise, is that of 
a market technically available to all chartered firms, but used extensively 
only by this small group. In part, this perception has been generated by the 
structure of the available price data. Stock prices are available, on a 
consistent basis, only for these big firms. Lack of price data has been used 
to infer that other firms were not using the market except for their initial 
subscriptions and thereafter were closely held, family-type firms. 

Such an inference might well be correct, but lack of price data does not 
constitute strong proof of a lack of market activity. This article has 
examined the pattern of stock transfers within the Hudson’s Bay Company 
to see what could be inferred about market activity in its securities during 
the period 1670-1730. By the standards of the East India Company, the 
Hudson's Bay Company was small, but by the standards of the majority of 
firms chartered in the late seventeenth century, it was an average-sized firm. 
Because we are examining a range of the market that is normally ignored, 
its very size makes it interesting. 

The stock ledgers show that the Hudson’s Bay Company was not a 
tightly held company. Although the majority of those who purchased stock 
lived in London and the surrounding areas, the activity levels during the 
Company’s first two decades document an already existing and active 
market. While the range of occupations listed in the Transfer Book are 
suggestive of individuals who might have benefited from closer ties with the 
Company, the small scale of investment by these individuals again 
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documents access to the market at a broad level. A significant outcome of 
the analysis is the very important role played by specialised dealers. 
Goldsmiths and scriveners acted as specialised brokers, making their profit 
on multiple small transactions. Brokers, such as William Shepherd and Jobn 
Smith, sold both to other specialised dealers and to the general public. 

Hudson's Bay Company stock was extremely active during the first 
three decades. The total value of the stock turned over many times, and not 
only were many different individuals buying into the company, but also the 
block size of many of the transactions was small. In the three decades after 
1700, activity levels were much lower. This drop in activity was, in part, the 
result of uncertainty concerning the Company's position in Canada at this 
time. But the decline is also part of a broader documented decline in the 
overall activity in joint-stock companies after 1700. By 1720, a number of 
different measures, including the Bubble Act, had changed the nature of the 
market. While activity in Hudson's Bay Company stock does pick up after 
1720, it did not go back to pre-1700 levels, despite a much improved 
position in Canada. If non-chartered firms were pushed out of the market 
and older smaller firms did not reassert themselves, there are two 
possibilities; the market itself was degenerating, which is not borne out by 
Hudson's Bay activity; or government or quasi-government stock was 
dominating the market. This latter possibility might imply a crowding out 
of smaller private issues. Such speculations, however, will only be 
determined by further research. 

Our analysis would argue that the development of the London capital 
market occurred earlier than the last quarter of the seventeenth century. A 
market displaying the wide range of activity observed in the Company did 
not emerge fully formed at the end of the seventeenth century, but rather 
slowly developed to that point. In addition, although many of the firms 
using the market in the seventeenth century were ‘small’, they may have 
provided the opportunities necessary to educate the public and prepared the 
way for the high levels of government borrowing seen in the eighteenth 
century. Finally, this closer examination of company-level data is a 
reminder that quantity as well as price measures market activity. Even 
though price data do not exist for many firms and presently not for the 
middle of the seventeenth century, greater understanding of this market can 
be attained from individual firm records that quantify its activity. 
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Should Historians Trust Late Nineteenth- 
Century Company Financial Statements? 


A.J. ARNOLD 
University of Exsex 


The views of business historians on accounting practices in general and on 
the informational value of company financial statements in particular are 
likely to have been influenced, if not shaped, by a series of articles in 
Business History on the subject in recent years.' This literature, in general, 
warns business historians against excessive reliance on accounting data.” It 
is, of course, sensible for historians to be careful and cautious in their use of 
data produced within a set of unfamiliar conventions, although excessive 
caution can result in a failure to make proper use of the information 
available. The purpose of this paper is to review these claims and to argue, 
by reference to evidence obtained from the existing accounting and 
economic history literatures and from new archival sources, that the 
business history literature has failed to distinguish the accounting practices 
of the last quarter of the nineteenth century from those of the first half of the 
twentieth and may, therefore, have induced an excessively cautious 
approach to data of potential value to business historians. 


Ii 


Several of the papers in the Business History series provide encouraging 
perspectives on financial accounting data and practices. Lister provides an 
account of the 'structure of conventions which has influenced the form and 
content of financial reporting throughout a large part of its history', which 
he believed business historians should understand,’ while, more recently, 
Parker discussed and illustrated the main ways in which accounting records 
and financial statements could mislead historians (and others) and recom- 
mended business historians 'not to discard accounts but to learn more about 
them'.* Finally, Mason argued, by reference to the accounting records of 
firms in the brewing industry, that ‘provided their limitations are 
acknowledged, accounting records can be an extremely valuable source of 
evidence for the business historian' and that 'like other forms of historical 
evidence they need to be asked the right questions and tbeir replies treated 
with a proper, but not excessive, degree of scepticism' .* 


Business History, Vol 38, No.2 (1995), pp.40-54 
PUBLISHED BY FRANK CASS, LONDON 
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The earliest and probably the most influential of the papers in Business 
History concerned with financial accounting statements and practices, that 
by Marriner, has however identified a large number of accounting deficien- 
cies and advised historians to exercise ‘the utmost caution in drawing 
conclusions’ from published accounting data.‘ 

Some of the defects identified in this paper are general and derive from 
ideas central to financial reporting, namely the summarisation of individual 
events, which are said to have ‘robbed statements of a good deal of their 
value’, and the use of ‘artificial’ reporting periods (typically a year), which 
do not ‘coincide with the natural rhythm of business operations and ... give 
a misleading impression’ of business events. Other deficiencies in the 
construction and content of Profit and Loss Accounts and Balance Sheets, 
although fairly general, were less central to accounting as a discipline, 
‘arising from the legal requirements ... from the absence of strict definitions 
of terms in the Acts and ... from accounting conventions, especially those 
derived from “double-eatry” accounting’.’ 

Marriner also criticised several more specific accounting practices; the 
use of single valuations for large groups of assets, the concealment of 
profits and losses by ‘manipulating the statements of subsidiary com- 
panies’, and the ‘very widespread practice of building up hidden reserves 
by depreciating assets very quickly or by deliberately under-valuing 
assets'." There can be no doubting the unhelpfulness of these practices, but 
Marriner's paper does not place them within their own historical context 
and, as a result, implies that they were influential within both the nineteenth 
and twentieth centuries. It will be argued below that this was not the case 
and that such practices were rather more confined in their impact than has 
been alleged. 


III 


The first criticism, that the summarisation of individual events robs 
statements of much of their value, in some senses is bound to be correct, 
since all forms of aggregation involve a loss of informational content, but 
implies the existence of a world in which data collection and processing are 
relatively costless. If information and the time of those who analyse it are 
viewed instead as costly goods, then the aggregation of like items is 
unexceptionable. The practice does, of course, open up tbe possibility of the 
aggregation of dissimilar items, either through failing to recognise the 
distinctive qualities of particular items or as a means of deception, but this 
is surely the result of mis-classification rather than a consequence of 
summarisation per se. Similarly, the use of 'artificial' reporting periods 
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(typically a year), which do not ‘coincide with the natural rhythm of 
business operations’ is bound to provide an imperfect representation of 
business events although, again in a world in which data collection and 
processing are costly and in the context of industrial processes where the 
natural rhythm of successive individual business event cycles endlessly 
overlap the preceding, any alternative approach may be simply unecono- 
mic." On the other hand, the willingness of the legislature to refer to but not 
to define even concepts as central as ‘profit’, undoubtedly encouraged an 
excessively flexible approach by practising accountants to asset recognition 
and profit measurement that has not helped historians and other users of 
financial accounting information. 

This was particularly regrettable in the context of an organisational form 
in which the liability of one party, shareholders, was ‘artificially’ reduced 
through the operation of the legal powers of the state, since the involvement 
of the state in the regulation and definition of the information flows 
concerning that organisation was a simple, logical corollary.” The Joint Stock 
Companies Act of 1844 had included compulsory reporting and auditing 
provisions but the equivalent, consolidating Act of 1856 removed these and 
left the level and reliability of reported information largely to the discretion of 
the company concerned." During the period 1856-1900, an important one for 
the development of incorporated businesses and of the capital markets, 
England had the ‘most permissive commercial law in the whole of Europe’,“ 
at least as far as general manufacturing companies are concerned, although 
the railways, utilities, municipal authorities and banks were subject to far 
more specific regulation.“ The position under general company legislation 
began to change with the 1900 Companies Act, which made an annual audit 
obligatory for all registered companies, and with the 1907 Companies Act, 
later incorporated into the Companies (Consolidation) Act of 1908, which 
required public companies to file an annual Balance Sheet containing a 
summary of its capital, liabilities and assets, ‘giving such particulars as will 
disclose the general nature of such liabilities and assets and how the values of 
the fixed assets have been arrived at’. The extent of the changes should not, 
however, be exaggerated; no particular format was prescribed, there were no 
specific regulations governing the contents of the accounting reports and a 
Profit and Loss Account was still not a legal necessity. 

The reluctance of the state to define concepts as basic as 'capital'* 
meant that, during the period 1844-89, there were a series of legal cases 
conceming dividends, capital maintenance and depreciation in which the 
courts were asked to discuss accounting principles and methods." Greater 
uniformity might have been brought about had the accounting profession 
strongly and consistently lobbied the state, but the professional accounting 
bodies in England were not formed until the 1880s, and were too new to 
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exert real influence. 

Accounting definitions and practices used in the preparation of financial 
statements during the second half of the nineteenth century were, therefore, 
highly diverse rather than uniform," although the difficulties that this causes 
historians could be overcome where the levels of disclosure were sufficient- 
ly high. 


IV 


The use of single valuations for large groups of items is one of the most 
destructive aspects of financial accounting practice and Marriner was 
rightly critical of this. She went on to say, however, that 'it is quite usual to 
find a single valuation given to a group of items such as 'land, water rights, 
reservoirs, effluent works, buildings, plant, machinery, horses, wagons, 
office furniture and goodwill’ or ‘beer and casks, malt, hops, horses, forage, 
coals, buildings and sundries’.” Until the passing of the 1948 Companies 
Act, it could certainly be argued that 'the legal requirements governing 
managerial behaviour and the disclosure of company affairs were so 
minimally drawn as to place the company's directors in virtually unchal- 
lengeable and unchecked possession of the company's assets’.” In 1925, the 
Institute of Chartered Accountants in England and Wales, in evidence to the 
Company Law Amendment Committee, said that it thought that directors 
were honest, such that 


if in some cases they disclose less than some people desire, the 
absence of detail is in most cases wise and is generally supported by 
shareholders. To give in a Balance Sheet such detailed information as 
would afford full protection to creditors might mean the giving of a 
mass of detail of material value to competitors.!! 


Although the legal system provided little or no guarantee that disclosure 
levels would be satisfactory, the level of information provided in financial 
statements at particular points in time has not been a simple function of 
(minimum) legal requirements. A longitudinal study of the published 
financial statements of probably the most notorious company in British 
accounting history, the Royal Mail Steam Packet Company, for example, 
reveals very wide changes over time in the amount of information provided. 
In 1850, the published accounts identified nine categories of income, 18 of 
expense and appropriation of profit and, on the balance sheet, seven 
categories of liability and 13 of assets, with further detail provided on the 
important area of fixed assets. Given the relatively unsophisticated nature of 
the company's business at that time, such a level of disclosure seemed to be 
at least adequate for most historical purposes. By 1899 the level of 
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disclosure was noticeably higher than in 1850 and appeared to have kept 
pace with greater business complexity, with detailed information made 
available on the provisions for depreciation, insurance and deferred 
shipping repairs. A general working (or trading) account was published 
until 1906, providing information on trading incomes and expenses, but 
thereafter disclosure levels declined. In 1909, the depreciation charge was 
indicated in only general terms at the annual general meeting and thereafter 
omitted.” Complaints that the company had ‘adopted the vicious principle 
of concealment’, and that its accounting practices were unhelpful, were 
made in the financial press in 1913 and 1914,” even before the use of 
*omnibus' headings for current liabilities in 1916. 

The adequacy of the level of disclosure is an empirical issue, however, 
and individual examples do little more than suggest the range of outcomes 
that may have existed. To provide a more systematic frame of reference for 
examining this, the published accounts of a set of 25 quoted companies for 
1899 were examined, covering four of the main sectors used for stock 
exchange listing purposes at the time, brewing (five companies), 
commercial and industrial (eight), iron, coal and steel (seven) and shipping 
(five).* The average number of items shown in the published accounts of 
this set of companies for 1899 was 21.3 (standard deviation 10.1) for the 
balance sheet and 12.5 (standard deviation 8.8) for the profit and loss 
account. The balance sheet of the company which, in each sector, disclosed 
the lowest number of items was then examined. In one case, John Crossley 
' & Sons Ltd, all assets were grouped together as one item but the lowest 
disclosing shipping company, Cunard, instead subdivided assets into eight 
categories and provided six further items of information on fixed asset 
movements.? Although there are difficulties in making generalisations 
across a wide range of businesses, from the evidence seen the use of single 
valuations for groups of items did not appear to be a significant financial 
reporting problem at the end of the nineteenth century.* 


V 


The concealment of profits and losses by the manipulation of the statements 
of subsidiary companies" has been a serious problem in financial 
reporting." According to Edwards,” the earliest known British example of 
a consolidated balance sheet is the one produced by the Pearson & Knowles 
Coal & Iron Coal Co. in 1910, with little experimentation taking place 
before 1922,” before the publication of a consolidated balance sheet became 
a legal requirement in 1948. During the nineteenth century, however, 
investment by one company in another was far less common than it was to 
become. Hannah described the merger activity of the period 1880-1918 as 
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‘of relatively small dimensions’™ and showed that the rise of the corporate 
economy did not gather momentum until the years immediately following 
the First World War.” 

Again, in order to provide more systematic data, the investments in other 
companies by the 25 companies referred to above, in 1899, was analysed. 
Even at the very end of the nineteenth ceatury, inter-company investment by 
the brewing companies was very small; none had so committed as much as 
two per cent of their net assets. In the commercial and industrial sectors the 
average was nine per cent, with three out of the eight companies holding 
quite substantial investments,” but only 3.6 per cent amongst the iron, coal 
and stee] companies. The average for shipping of 9.3 per cent was due 
largely to the substantial investments of one company; three of the five had 
virtually no investments at all. Inter-company investments were to become 
a central aspect of commercial life after the First World War but in the 
nineteenth century this was not the case. As a result, any misuse of the 
commercial relationship with and accounts of subsidiary companies for 
reporting purposes could have been of only minor importance in this earlier 
period. 


VI 


One of the most serious informational deficiencies in the history of financial 
accounting has been the use of secret reserves. Marriner viewed the ‘very 
widespread practice of building up hidden reserves by depreciating assets 
very quickly or by deliberately under-valuing assets’ as arguably ‘the 
largest single factor distorting the accuracy of financial statements’, since 
‘not only were hidden reserves created in good times but, in addition, it was 
common practice to cover up trading losses by reversing the process’. She 
thought it ‘very doubtful whether any business historian could now make 
the corrections necessary to eliminate the very considerable bias introduced 
into accounts in this way’.” 

This was undoubtedly true of a substantial period of time prior to the 
passing of the 1948 Companies Act? but it is less clear when the problem 
first became serious.* Marriner does not define this precisely, but uses the 
phrase ‘it was not until 1906 that the legality of hidden reserves was tested’, 
which suggests that this had been a problem of some duration that the courts 
were slow to confront.” This view is consistent with G.A. Lee’s observation 
that secret reserve accounting was prevalent around 1900.* Moreover, 
without access to internal records the business historian would indeed be 
unable to correct the reported results. It may therefore be helpful to review 
the practices involved and to consider the available evidence on its 
incidence, so that historians are better able to assess the likelihood of this 


46 BUSINESS HISTORY 


form of accounting being present. 

Secret reserves have been defined as the ‘undisclosed understatement of 
net worth resulting from [for example] the excessive writing-down of assets, 
the overstatement of provisions and liabilitics and the writing-off of additions 
to fixed assets as expenses’.” In other words, net assets can be understated 
either by under-representing assets or by exaggerating liabilities. 

Depreciation is an estimate of the cost of fixed-asset consumption during 
an accounting period. Whereas some assets are entirely used up within a given 
accounting year, fixed assets last for several years so that the attribution of 
their cost to particular periods is far less certain. If depreciation charges were 
based upon changes in estimated market values, then they would approximate 
the opportunity cost of the use of the asset, but it has been normal accounting 
practice instead to calculate depreciation as the estimated proportion of the 
recorded cost of the asset used up in the period in question. This cannot, of 
. course, be known. Moreover, under this process the estimates made cannot be 
compared with any actual referent until the asset is sold, so that the accuracy 
of the estimated charge remains uncertain. Finally, the necessity (as opposed 
to the desirability, particularly in years of high profitability) of reducing 
profits in order to recognise the using up of an asset which is unlikely to be 
replaced in that precise form bas been viewed by many businessmen as less 
than wholly persuasive. Depreciation was being charged in the accounts of 
some industrial businesses from the 1770s.” Its usage was extremely irregular 
but by 1883 the controversy amongst accountants, at least in the context of 
industrial, commercial and financial companies, appeared to have moved on 
beyond disputing the ‘fact of chargeability’ to matters of methodology and 
precise intention so that, by the end of the nineteenth century, depreciation 
was a widely established, if inconsistently applied, practice.“ 

There have been a number of theories advanced in the accounting 
history literature about the overall effects of depreciation accounting but the 
amount of empirical underpinning has been quite modest. Brief, for 
example, argued that depreciation charges were generally inadequate during 
the nineteenth century and that, by contributing to an overstatement of 
profits, this may have accelerated economic growth, although this 
conclusion was not supported by any substantial body of quantified 
evidence.” Marriner, on the other hand, has argued that depreciation charges 
were 80 excessive as to function as a form of secret reserve accounting. 

In order properly to assess the effects of depreciation practice, it is 
necessary to look at the internal records of the companies concerned. 
Edwards and Boyns examined the archival records of several firms in the 
iron and steel industry over the period 1865-1914 and found ‘no real 
evidence that any systematic attempt was made to mislead external users by 
manipulating the trend of reported profit’; instead, the sole objective 
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appeared to be ‘to give financial effect to a cautious financial policy and 
retain money within the business for re-investment’.“ 

The classic method of creating secret reserves does not concern depre- 
ciation, however, but involves the exaggeration of liabilities, through 
undisclosed transfers which do not appear on the face of the balance sheet,“ 
typically being included within an ambivalent caption such as 'Creditors 
and Sundry Balances'. This form of secret reserve accounting is far more 
apparent from the internal records of the companies concerned and is also 
far more flexible in terms of reversal in years of low profitability. The extent 
of secret reserve accounting at particular points in time can be assessed by 
reference to three main sources, contemporary texts and professional 
journals, subsequent published research and new empirical sources. The 
contents of articles and correspondence in the Accountant, the earliest 
professional accounting journal, for example, help to date the emergence of 
the professional debate on secret reserve accounting. The first article on the 
subject was published in 1895, on the ‘undisclosed reserves’ of a joint-stock 
bank which had arisen from an intentional under-valuation of marketable 
government securities. The journal found it ‘not easy to justify’ such a sys- 
tem.5 By 1899 it appeared from an article and subsequent correspondence 
in the same journal that there was a belief among Manchester accountants 
that the practice of secret reserve accounting was widespread among 
manufacturing companies and that this view was shared by neither the 
editor of the journal nor by other London accountants. Furthermore, the 
actions of the directors of the Birmingham Small Arms Company in 1906 
in seeking powers to establish inner reserves were seen as following the 
example set by ‘one or two other large limited companies’, but not as 
reflecting generally established practice.“ Two reliable texts written in the 
early years of the twentieth century provide further indications of the usage 
of secret reserves. Dicksee thought that secret reserves were ‘very generally 
countenanced by most thoroughly sound businessmen’, but went on to say 
that it was ‘especially in connection with banks and other allied 
undertakings that secret reserves are most prevalent’, usually taking the 
form of excessive provisions for losses by way of bad and doubtful debts, 
and that such other forms as the deliberately excessive writing-down of 
fixed assets (such as premises) were ‘certainly less defensible'." Lisle's 
view was generally consistent with this. He identified secret or hidden 
reserves as arising from excessive provisions against depreciation or bad 
debts, and from writing-off assets that still existed, such as bank premises, 
but thought that 'the practice cannot be recommended for it is quite as 
incorrect in principle to understate a company's position as it is to overstate 
it’. By way of summary, Lisle added that ‘leading accountants having 
special knowledge of banking accounts report approvingly of the practice 
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among the principal banks of the country’. 

Secret reserves were, therefore, clearly in use by the end of the 
nineteenth century, at least among banks, but the frequency and extent of 
their use by industrial firms is difficult to determine from contemporary 
sources. Subsequent published research has, however, produced relatively 
little concrete evidence. The best example of the use of secret reserves is 
probably Napier’s work on P & O, which used secret reserve accounting 
from as early as 1878, and on an extensive scale from 1892.* Edwards and 
Webb found that John Summers & Sons Ltd (between 1923 and 1937), 
Guest Keen & Co. (between 1902 and 1918) and Wigan Coal (from 1925 to 
1929) used secret reserves, although they also noted that the latter company 
did report its depreciation charge in every year of the period 1865-1929 and, 
despite the trading conditions of the First World War, did not use secret 
reserves until 1925.* The most widely quoted example of secret reserve 
accounting is the Royal Mail Steam Packet Company, arising out of the 
prosecution of the company’s chairman, Lord Kylsant, in 1931, although 
Ashton, using the records of the court case, and Arnold, using the 
company’s archival records, have both argued that the case does not 
successfully evidence any widespread use of secret reserves.” 

Indications obtained from the contemporary and more recent accounting 
literatures were, therefore, tested against information obtained from a 
comparison of the published and internal records of the set of 25 companies 
referred to above, again for 1899. The internal records consisted of internal 
management accounts and/or private ledgers. It is never, of course, possible 
to be sure that internal sources are complete, since further complications 
and deceptions are always possible, but the internal information provided a 
great deal of information beyond that which was published, and was 
generally designated as ‘confidential’. Moreover, considerable care was 
taken to check the structural linkages within the internal recording system 
used by each firm, as this provides its own assurance on the completeness 
of the data. Finally, whatever the doubts about the necessity to reveal the 
existence and size of secret reserves to shareholders, the law did require that 
this information be provided to the company's auditors.” 

These archival sources meant that the total figure for reserves, including 
retained profits, according to the internal and published records of each 
company, could be compared. Of the 25 companies, 21 identified the same 
figure for internal and external purposes. For the other four, the following 
two ratios were computed: (a) internal to published total reserves; (b) 
hidden reserves to (internal) net assets, as follows: 
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(a) (b) 
Birmingham Small Arms 1.24 0.04 
John Crossley & Sons 1.09 0.02 
Armstrong Whitworth 1.10 0.02 
P&O 1.21 0.06 


In two cases the hidden reserves were specifically related to stock values 
and the risk of fluctuations therein, and in the other two cases they were 
viewed as more of a general contingency arrangement.” 


VII 


It is entirely reasonable to suggest that financial reporting was frequently 
‘incomplete, arbitrary and subject to manipulation’,* but equally it is the 
case that the nature and extent of such problems changed over time. The 
major deficiencies of nineteenth-century accounting practice have been 
seen by Brief as the ‘failure to systematically distinguish between capital 
and revenue expenditures and the failure to periodically allocate the original 
cost of fixed assets to expense’,” yet during the first quarter of the twentieth 
century conservatism is widely thought to have become the more common 
bias. Clearly, there were considerable changes over time. 

Marriner has been particularly concerned at a number of defects in 
published financial statements 'in order to impress upon the business 
historian who may consider using them as a source of information, just how 
many pitfalls await him’.* She saw as the ‘largest single factor distorting the 
accuracy of financial statements', the use of hidden, or secret, reserves 
arising from initially excessive depreciation and implied that the practice 
had been in use for an extended period prior to the Birmingham Small Arms 
case of 1906, a position consistent with that of G.A. Lee. 

Marriner's criticisms are, in general, entirely appropriate as a com- 
mentary on the accounting practices of the first half of the twentieth 
century,” but the evidence cited in this paper suggests that they are far less 
applicable to those of the later years of the nineteenth. Although accounting 
practices were highly inconsistent, levels of disclosure in published state- 
ments were far better than they were to become in, say, the second quarter 
of the twentieth century. The use of omnibus headings did not appear to be 
at all common during this earlier period, nor did the misuse of subsidiary 
company accounts, since inter-company investments, even at the end of the 
nineteenth century, were still at a comparatively low level. Depreciation 
charges were not independent of company profitability, but still appeared to 
function more as a (relatively overt) method of conservative financing than 
as an important and secret form of misrepresentation. The accounting 
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literature of the time suggests, rather inconclusively, that secret reserves 
were in use by the end of the nineteenth century, by banks and some 
northern industrial companies. New empirical evidence relating to 1899 was 
obtained and analysed and this showed secret reserves being used by four of 
the companies examined and only to a relatively moderate extent, possibly 
because the amounts that could (secretly) be retained would have been 
constrained by the need to report satisfactory profits in the first place. While 
these reserves undoubtedly provided management with welcome flexibility 
they would not, for example, have had a major impact on calculations of 
annual profitability (as a return on capital). 

The purpose of this paper has been to review the writings in Business 
History on financial accounting statements and relate this to evidence 
contained within the recent accounting and economic history literatures and 
obtained from new archival sources. The conventions used in the 
preparation of financial accounting data in the United Kingdom are the 
result of a particular pattern of evolution, involving economic, legal and 
professional factors. The criticisms of accounting practice that have been 
made in the business history literature have been generally accurate, but 
have tended to exaggerate the importance of these defects by not placing 
them within the overall evolution of accounting practice. In particular, the 
evidence suggests that business historians may find the published financial 
statements of the latter half of the nineteenth century more reliable than they 
have supposed, although some caution on their part is still clearly advisable. 
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In his recent study of the inter-war British coal industry, Dintenfass has 
emphasised the importance of entrepreneurial performance, and has argued 
that managerial failure contributed to the industry's problems during the 
1920s and 1930s.? On the basis of a study of only four concerns Dintenfass 
has argued that, despite the industry's external problems, certain colliery 
companies were able to perform well, due to superior management. The 
implication of his study is that more compenies could have performed better 
if only their management had exhibited the same pragmatic qualities as 
those of Ashington, Briggs and Waterloo Main, in particular the com- 
bination and integration of successful marketing and production strategies. 
The merit of Dintenfass' case, however, is severely undermined by his 
failure to address the most crucial issue in determining entrepreneurial 
performance, namely decision-making. Moreover, he singularly fails to 
examine the significance or otherwise of management information systems 
in guiding business decision-making. It would be interesting to know, for 
example, whether the three successful companies in Dintenfass' eyes 
performed better than the average as a result of superior management 
information systems or because of some other factor, but unfortunately his 
work lacks the necessary information for either him or us to make a 
judgement on this issue. 

The problem for all historians interested in judging entrepreneurial 
performance is the lack of surviving evidence cither on the management 
information systems themselves or on the ways in which such information 
was used in order to determine decisions. This article seeks to fill part of this 
gap by examining some of the surviving evidence relating to management 
information systems used within British coal companies and their develop- 
ment prior to nationalisation of the industry on 1 January 1947. Like 
Dintenfass' work, the focus of this study will necessarily be information 
relating to a small number of colliery companies and, like much work in 
business history, our sample is biased. However, since our main concern is 
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not to attack Dintenfass’ central thesis, and in order to provide additional 
evidence to that provided by him we have chosen a sample comprising a 
mix of companies operating in the South Wales coalfield and elsewhere. All 
companies in our sample were joint-stock concerns, but not all of them were 
particularly large or successful, one actually going into liquidation during 
the inter-war period. Unlike Dintenfass’ work, however, our concern will be 
specifically with the companies’ management information systems.’ 
Particular attention will be paid to elements of continuity and change 
exhibited by the management information systems, and an attempt will be 
made to link these to similar developments in the management structure of 
the firms examined. Section II thus discusses the general concept of 
management information systems as a backcloth to the empirical 
investigation contained in the remainder of the paper. 


II 


In modern day parlance, the term management information system (MIS) 
generally, though not necessarily, implies a computer-based system of 
information provision for management. Whilst one set of authors has cited 
17 different definitions of MIS,* our approach here will be focused on the 
broad-based view adopted by Cushing and Romney, namely that an MIS 
consists of: 


the set of human and capital resources within an organization that is 
responsible for the collection and processing of data to produce 
information that is useful to all levels of management in planning and 
controlling the activities of the organization.’ 


As these authors point out, all business organisations have a management 
information system, but such systems vary greatly in their level of 
sophistication.‘ Indeed, as Summers puts it, ‘Each MIS is different — defined 
by the activities and resources of a specific organization and tailored to the 
organization's needs for information’.’ 

Whilst the term ‘management information system’ is itself a product of 
the second half of the twentieth century, being the result of the development 
and use of computers from the 1950s, we believe that its use for earlier 
historical periods is valid, since the management of any business has always 
required information in order to perform its basic functions of planning and 
control. Traditionally, such systems would have been far less sophisticated 
than those used today in modern multinational enterprises but nevertheless, 
like contemporary systems, they should be judged on whether or not they 
successfully fulfilled their purpose, namely, to facilitate managerial 
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planning and control. 

It should be recognised, however, that in any business organisation there 
are different control and planning requirements which an MIS must satisfy, 
operating at different levels of management and over different time-spans. 
Summers lists these controls under four main headings:' 


(1) Top-management controls: these operate at the highest level and include 
controls on organisational structure, long-range planning, and staffing of 
top-level positions. Top management determines objectives and sees to it 
that business operations are limited to generating progress towards them. 


(2) Financial controls have the objective of assuring that resources are 
available so that management's plans can be pursued. They consist of 
establishing a financial plan and the monitoring of financial results to 
determine their consistency or otherwise with the plan. 


(3) Internal controls describe the standards for day-to-day operations and 


include safeguards in everyday procedures to ensure that operating goals are 
achieved. 


(4) Accounting controls establish and implement an accounting system that 
performs its processing and reporting functions in practicable and desirable 
ways. 


It is clear from this schema that accounting controls are simply one part of 
the control process. It follows therefore that the accounting information 
system (AIS) is not synonymous with, but merely a subsystem of, the MIS 
since it is concerned only with certain types of data and information. 
However, historically speaking, and especially prior to the development of 
computers, the accounting information system was, according to Davis and 
Cushing, ‘by far and away the largest and most pervasive information 
system within the organization'.* Indeed, in their view, the AIS has for many 
years played a central role in organisations of all types, since it deals with 
the preparation of financial information (the province of financial account- 
ing) on the one hand and information obtained from the collection and 
processing of transaction data (the province of management accounting) on 
the other.” 

Over time, however, neither an AIS nor an MIS, in theory at least, 
should remain static. Changes might occur both as a response to the 
development of new technical advances in the building, and hence increased 
capabilities, of such systems, and as a result of developments in the 
organisation, which necessitate either different flows of information and/or 
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different forms of data processing. As organisational changes occur, 
possibly as a result of a change in business strategy or objectives, 
information systems will have to be modified or replaced in order that the 
MIS continues to meet the current (changed) needs of management. The 
ctiterion by which either an MIS or AIS should be judged, therefore, is 
whether or not it meets such needs. 

Summers has commented that: ‘Numerous studies and government 
reports show that the largest cause of business failure is the lack of an 
effective accounting system, the controls it includes, and the reports, 
documents, and resources it generates’."' Further, he argues that ‘experience 
has shown that the critical factor in an accounting system’s performance is 
not its internal structure but its ability to deliver information where and 
when it is needed'.? Timeliness of information is obviously important, not 
only in the AIS but within the whole MIS, in order that management can 
evaluate entity position vis-à-vis entity goals and, if necessary, make 
adaptations of the entity or in its objectives at the appropriate time.” In 
particular, the MIS must facilitate the choice between alternative courses of 
action and be sufficiently flexible to provide a great variety of information 
to users.“ Obviously, if management does not receive either sufficient 
information or information of the necessary quality, then the performance of 
the business will be detrimentally affected. 

In light of the above discussion, the purpose of the remainder of this 
article is to examine the development of management structures within the 
pre-1947 British coal industry (section I), to examine changes in the 
management information systems of colliery companies and relate these to 
developments in management structure and other factors (section IV), and 
finally to present some thoughts on the usefulness of improved information 
flows for more informed decision-making. Although a full-blown study 
would involve a consideration of every part of the MIS as it affects all levels 
of management, our focus here is more limited. We will restrict our 
attention to those parts of the MIS relating to the provision of information, 
particularly for strategic purposes, to the higher levels of management. 


IH 


Since the form of the management structure in the coal industry and any 
changes therein is likely to have had an impact on the information required 
and hence on the nature of the MIS, it is clearly necessary to examine the 
former before proceeding to the latter. Whilst management structures 
undoubtedly varied from firm to firm, and possibly depended upon whether 
or not the business was operated as a joint-stock concern, Church has noted 
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the gradual emergence within the coal industry of a tripartite structure of 
hierarchical management in the late nineteenth century. In joint-stock 
companies this comprised the board of directors, the senior manager, that is, 
the colliery viewer/agent/general manager or managing director, and the 
individual colliery manager.“ With more and more colliery companies 
taking advantage of limited liability status from the 1880s onwards, and the 
general growth of larger businesses operating more than one colliery, the 
nature of managerial structures gradually evolved. Change, however, was 
often slow, and there is clear evidence that the tripartite system, or a 
variation thereon, continued to predominate within the industry until 
nationalisation, despite an increase, whetber due to internal growth or 
amalgamation, in the size of colliery concerns over time. 

Coal-mining, of course, involves two basic operations: the raising of the 
coal to the surface (production) and the transportation and distribution of the 
coal to the ultimate consumer (marketing). The success of any colliery 
business thus depends not only on the efficiency with which each operation 
is carried out but also, as Dintenfass has recently reminded us, the degree to 
which the two aspects are fully and efficiently integrated.“ It would be 
wrong, however, as he has seemed to imply, that concern with marketing, 
and matching production to sales, was something that developed only 
during the inter-war period, though it seems highly probable that the trade 
circumstances of that period made the issue a more pressing one resulting 
in more formalised links. Evidence relating to certain companies, such as 
the Main Colliery Company and Powell Duffryn in South Wales and 
Broomhill Collieries in Northumberland, indicates clearly that the issue was 
a significant concern from at least the 1890s, though in some cases 
formalised links were not cemented until much later. Indeed it was such 
concerns that led some companies in South Wales to establish formal links 
with shipping and distribution concerns prior to the First World War, like 
that between the Ocean Coal Company and Wilsons, Sons & Company in 
1908." 

However, since it is impossible to satisfy customers' demands until coal 
has been produced, it is perhaps understandable that the main concern of 
those controlling colliery companies before the First World War was with 
production rather than marketing, especially in the early years of the 
twentieth century when market conditions were generally buoyant. This not 
only explains, but is also partly explained by, the fact that those operating at 
senior management levels in collieries, such as agents, viewers, general 
managers, and so on, were usually technical people, with mining 
engineering backgrounds and qualifications. These people were generally 
responsible to the colliery owners, either partners or boards of directors, for 
the overall control of technical operations, which were generally under the 
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day-to-day control of the junior management levels, the colliery managers, 
overmen, deputies, and so on. At small concerns, the senior manager might 
only be a part-time employee, effectively a consultant, who also had other 
interests and/or acted in a similar capacity for another concern. Even at larger 
concerns operating several pits, where the post was a full-time one, the senior 
manager might still carry out consultancy work for other companies, two 
such early twentieth-century examples being John Morison, viewer of the 
Cramlington Coal Company in Northumberland, and Edmund Mills Hann, 
general manager of the Powell Duffryn collieries in South Wales. 

Whilst junior managers were responsible to the senior manager for the 
day-to-day operations at the pit or pits under their direct control, they were 
rarely, if ever, concerned with any aspects of marketing. At some concerns 
marketing seems to have been under the general purview of the senior 
manager, as at the Griff Colliery Company in Warwickshire, whilst in others 
it might have been the responsibility of a specific commercial manager, as 
at the Main Colliery Company and Rhymney Iron Company. Issues other 
than production and marketing for which the senior manager could be 
responsible were labour relations, especially wage negotiations, though it is 
not always clear how much of this came under the purview of individual pit 
managers. In some concerns, therefore, the senior manager was the single 
most important person in the decision-making chain, a situation which was 
enhanced if the senior manager also had a seat on the board, as was the case 
with Melly at Griff or Wales at the Main Colliery Company. Even this, 
however, was no guarantee that suggestions by the senior manager would 
automatically be adopted by the board, particularly where large financial 
outlays could be involved. Indeed there is much evidence to suggest that 
most, if not all, expenditure by senior managers had to be sanctioned by 
owners, even if this often appears to have been merely a rubber-stamping 
operation. Several case studies, therefore, have suggested that the influence 
of senior managers could be significant, even if their advice and suggestions 
were not always immediately followed.'* 

In 1914, small companies, such as the Cynon Colliery Company and the 
Imperial Navigation Steam Coal Company, each of which operated a single 
colliery and had outputs of about 200-250,000 tons per annum at the 
beginning of the First World War, continued to utilise a simple managerial 
structure. Imperial had a managing director and a colliery manager, whilst 
Cynon had a colliery manager who became a director, though the key control 
seems to have been exercised by a 'local committee', details of which are 
unfortunately not known. At larger companies, such as the Rhymney Iron 
Company, a pure coal company since the 1890s despite its title, management 
was conducted via a more complex version of Church's tripartite structure. 
In 1913, the company produced 1.3 million tons of coal from six collieries, 


FIGURE 1 
THE RHYMNEY IRON COMPANY'S ORGANISATION STRUCTURE, c.1914 
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Source: Based on information contained in company records st the Glamorgan Record Office, especially D/D Rh 266-69. 
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divided into two groups, one comprising two and the other four collieries, 
each under the control of a different manager.” Technical operations at all of 
the company’s pits were overseen by an agent responsible to the senior 
manager who, in the absence of a managing director, was the general colliery 
manager. The latter bad ultimate responsibility to the board for colliery 
operations (production), and was also expected to deal with labour issues, 
including wage negotiations, but not sales, these being the responsibility of 
the commercial manager. Despite operational responsibility for their 
‘departments’, it was the board, not the senior managers, that had the final 
say on all financial matters. All expenditure by departmental managers had 
to be approved, and decisions affecting finance, matters of colliery closure, 
and so on were taken by the board who would also issue instructions to the 
commercial manager as to whether or not be could receive orders for coal 
and at what prices. 

Despite the variations between companies and the changes that occurred 
over time, managerial structures remained essentially tripartite due to the 
nature of the industry and the legislative requirements relating to the 
qualifications of colliery managers. Supple has suggested that a possible 
cause of the slow pace of rationalisation in the inter-war British coal industry 
was the dominance within the industry of private rather than public 
managerial institutions.” Despite having adopted limited liability prior to 
1914, many colliery concerns remained small and under the influence of 
close-knit family groups, where control was less formal and less dynamic 
than it might have been. Supple thus suggests that, even in limited liability 
coal concerns, those running them developed little knowledge of how to 
organise large concerns, resulting in a marked reticence amongst British coal 
owners to contemplate mergers between the wars." However, explanations 
for such reticence, he argued, 'should be less concerned with psychological 
inclinations or “the entrepreneurial spirit" than with the incentives and 
inhibitions to undertake a large administrative effort and very substantial 
investment in the pursuit of results which were bound to seem uncertain’ .” 

In this vein, Dintenfass has suggested that at Ashington Coal Company 
and Henry Briggs & Son, resistance to amalgamations stemmed from the 
view held within the firms that they were already of optimal size, though it 
is not entirely clear why they thought this. Ashington had expanded through 
internal growth from an output of 2.2 million tons in 1913 to 3.5 million 
tons in 1935, despite little change in the size of its workforce, which 
averaged just over 9,000." Although the company supposedly operated a 
‘special system of organization" ,* the nature of this is not detailed, though 
it is known that the company's managers resisted amalgamation on tbe 
grounds that there would be a loss of efficiency, due either to the other 
companies or Ashington being forced to alter their existing system of 
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management.” Briggs, although it had grown through acquisitions, was 
much smaller than Ashington. Output grew slightly from 1.3 million tons in 
1913 to 1.7 million tons in 1923, but fell back to 1.1 million tons by 1938, 
by which time employment, which had never exceeded 7,000 during the 
inter-war years, was only slightly above 4,100.% Despite its much smaller 
size the chairman, Hargreaves, considered the company in the early 1930s 
to be already ‘as large a unit as can be run successfully by a single control’.” 
Nevertheless, when the plan for the West Yorkshire Collieries Federation 
was presented to the Railway and Canal Commission under the auspices of 
the 1930 Coal Mines Act, Briggs was a willing participant and, in 1937, the 
company further expanded through the acquisition of the Micklefield Coal 
& Lime Company.” 

Despite these largely negative cases, there are examples of larger 
colliery companies that were organised and run successfully between the 
wars, two prime examples being the Fife Coal Co. Ltd and Powell Duffryn. 
Whilst both were prepared to consider amalgamations, only the latter 
actually undertook any after 1925, the former being thwarted by the attitude 
of other colliery owners in the Fife coalfield.” Following the Fife com- 
pany’s re-formation in 1895, to allow an increase in capital, expansion was 
particularly rapid: seven neighbouring concerns controlling 18 collieries 
were acquired between 1896 and 1909, and further acquisitions occurred in 
1923 and 1924." Although Fife produced almost 4.4 million tons and 
employed 14,147 in 1911, compared with two million tons and 5,000 
Tespectively at the end of the nineteenth century, by 1933 output had 
declined to just over 3.2 million tons.” Although output fell further, only 
marginally exceeding three million tons in 1946, the company remained the 
largest in Scotland.” 

Despite its size, managerial control never seems to have been a major 
issue of concern. The Fife company, formed in 1872, had developed 
successfully under its principal manager, Charles Carlow, appointed in 1873 
at the age of 23." Under his control the management structure comprised 
four committees of the board: works, estates and farms, finance, and sales; 
Carlow being a member of each. According to Muir, however, it was left to 
his son, ‘C. Augustus Carlow, in later years, to create the elaborate yet 
finely balanced mechanism of decentralisation with its efficient system of 
departmental control’ .” 

It is not entirely clear when Fife’s decentralised management structure 
began to be introduced, but by the time of nationalisation of the coal 
industry the organisational structure comprised the colliery management 
and various other operating departments under the control of the general 
works manager, a sales department, an accounts department and the Leven 
office (Figure 2). From incidental evidence it would appear that the major 
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structural change occurred in the early 1920s, possibly consequent upon the 
death of Charles Carlow. Charles Carlow Reid, who was appointed as 
General Works manager in 1922, subsequently becoming a director (1931) 
and general manager (1939),” scems to have played an important role here, 
particularly in the establishment from late 1923 of central offices, works 
and stores at Cowdenbeath to serve all the collieries in the group. 
Something of a novel idea in the coal industry at the time, this project 
centralised the operating staff at a single location.* In Muir's opinion, in the 
years to follow, it ‘proved to be a vital link between the collieries and 
immensely strengthened the entire structure of the Fife Coal Company’.” 
Another significant development occurred in 1925 when, with customers 
becoming increasingly concerned with quality, Fife established a coal 
production department to oversee developments in this field. The 
importance of the issue is illustrated by the active involvement of both the 
managing director and the general works manager in this scheme. The 
importance of co-ordinating production and sales was further reflected by 
the move, in 1930, of all the sales staff excepting those of the Glasgow 
shipping office to Cowdenbeath, thus effecting 'the closest liaison between 
the sales and production staffs'.* Furthermore, ‘In addition to being in 
constant direct touch with production officials, the sales staff also worked 
in contact with the Preparation Department which formed a main link 
between the sales and production staffs'." The changes in management 
organisation at the Fife Company during the 1920s were obviously, in part, 
a response to the Depression and the need to address customers' 
requirements. Similar forces were at work at Powell Duffryn. The com- 
pany's expansion prior to 1914, from around one million tons per annum 
around 1890 to 3.8 million tons in 1913, had largely been by dint of internal 
expansion, and had been accommodated without any major change in 
management structure. From the late 1880s this had comprised the board, a 
management committee, a colliery general manager, a sales/commercial 
manager, and numerous viewers/agents and individual colliery managers.” 
Expansion between the wars, however, was equally rapid, but this time as a 
consequence of mergers and acquisitions. Production rose from 3.8 million 
tons in 1913 to 11.8 million tons in 1938, at which time the company 
operated 49 collieries and employed 37,507 men." Although production for 
1946 is unknown, on tbe eve of nationalisation Powell Duffryn controlled 
51 collieries capable of a potential output of nearly 20 million tons per 
annum and was the largest colliery company in Britain.? 

Such rapid expansion materially added to the size and complexity of the 
company's operations, necessitating a modification to its management 
structure. On the marketing side, the acquisition of Stephenson Clarke and 
Associated Companies in 1928 led to this company taking over Powell 


FIGURE 2 
THE FIFE COAL COMPANY’S ORGANISATIONAL STRUCTURE, 1946 
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Source: Based on A Muir, The Fyfe Coal Company Limited: A Short History (Leven, 1952), appendices V-VII, pp.121-3 
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Duffryn’s marketing operations, rendering redundant the position of Powell 
Duffryn's commercial manager. On the production side the acquisition of 
the Great Western and Lewis Merthyr concerns was followed by the 
appointment of two joint general managers. Further changes occurred 
following the merger between the Powell Duffryn Steam Coal Company 
(PDSC) and Welsh Associated Collieries (WAC) which resulted in the 
formation of Powell Duffryn Associated Collieries (PDAC) in 1935. 
Productive operations were divisionalised, first into three and later four 
geographical regions, following the further acquisitions of Cory Brothers 
(12 collieries) and Penrikyber Navigation (two collieries). Each region was 
under the day-to-day control of a separate colliery general manager who 
was responsible to the overall director of production. 

At the time of nationalisation, the top tier of the management structure 
of Powell Duffryn still comprised the board and a central managing 
committee (with a central secretariat in London), although the role of the 
latter seems to have changed fundamentally during the Second World War. 
Formed initially in the late 1880s in response to the company's poor 
performance and disquiet over the managerial control exercised by Sir 
George Elliot, the brief of the management committee was to monitor 
everyday operations, though direct responsibility for production and sales 
devolved upon the colliery general manager and the commercial manager 
respectively. In effect therefore, the management committee acted as a 
financial control device to ensure continued financial viability of the 
company. This basic role continued, largely unmodified, until the late 
1930s, though over time the minutes of the committee reveal a gradual shift 
from concem merely with payments and authorisation of large items of 
expenditure to a more strategic role in planning and controlling everyday 
operations. 

At the time of the formation of PDAC, following the merger between 
PDSC and WAC, it was resolved 'to appoint a Central Committee of the 
Board to deal with day to day business', following the pattern previously 
laid down at PDSC.* In 1939, however, several changes occurred in the 
PDAC organisational structure consequent upon the outbreak of war. For 
reasons of safety, many of the company's London staff were moved to 
Cardiff and owing to the difficulty of holding monthly board meetings in 
London meetings were made bi-monthly. To provide more effective control 
of operations, in 1942 the four existing committees of the board (collieries, 
sales, finance and management) were dissolved, and replaced by a 
streamlined system comprising a central managing committee and a South 
Wales production and sales committee.“ At the same time, four managing 
directors were appointed.“ A further organisational change occurred in 
1944, following the completion of stage III of the original PDSC/WAC/ 
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PDAC merger which led to their liquidation and the establishment of Powell 
Duffryn Ltd. Under the new company, the central managing committee was 
renamed the management committee and the South Wales production and 
sales committee as the Cardiff committee. More importantly though, the 
management committee concerned itself more with major policy issues, the 
role of overseeing day to day operations being left in the hands of the 
Cardiff committee. 

Although Powell Duffryn had grown much larger than most colliery 
concerns in Britain, its management structure on the eve of nationalisation 
(Table 1) was essentially only a more complex version of the tripartite 
system that had developed at many colliery concerns before the beginning 
of the twentieth century. Production strategy as well as day-to-day 
production was controlled by the director of production with the assistance 
of the Cardiff committee, on which each regional general manager was 
either a member or was co-opted when matters referring to his area were 
under discussion. Links between Cardiff and London were maintained 
essentially through a steady flow of information supplied by the Cardiff 
accounts office, which was responsible for all sales and payments, and 
through the director of production who had direct access to the board. 
Whilst the nature of this system was hierarchical and centralised, the 
evolution of a more complex structure at Powell Duffryn had been 
accompanied by a recognition that over-centralisation could be detrimental 
to the smooth operation of the company. Thus, following the merger with 
WAC, it was decided by the management committee that all decisions on 
colliery capital expenditure would be delegated to the production 
committee. To maintain effective control, however, the management 
committee requested that it be provided regularly with a record of the 
proceedings of the production committee and that in any instances where 
the director of production had doubts over items of capital expenditure, he 
should consult the management committee." 

Powell Duffryn's management structure on the eve of nationalisation, as 
shown in Table 1, bears a strong resemblance to that adopted by the 
National Coal Board during its early years.“ The growth of large, joint- 
stock companies in the coal industry such as Powell Duffryn and the Fife 
Coal Company Ltd throughout the early decades of the twentieth century 
therefore led to developments in management structure which undoubtedly 
were to be of a significance which extended beyond the period of private 
sector control of the industry. Whilst Church has seen the development of 
management structures, the growth of professional management and the 
shift from owner to managerial control, as exemplified by such concerns, as 
possibly the response to 'share fragmentation and increasing levels of 
external ownership'," we see it more simply as a pragmatic response to the 


68 BUSINESS HISTORY 


TABLE 1 
COMPARISON OF MANAGEMENT STRUCTURES: POWELL DUFPRYN (LATE 1930a/BARLY 1940s) 
AND THE NATIONAL COAL BOARD (LATE 1940) 


Powell Duffryn NCB 
Management Committee/Main Board NCB HQ 
Director of Production/Cardiff Commuttee Divisional Board 
(regional) general manager area general manager 
colhery manager colliery manager 


increasing size and complexity of colliery company operations which 
necessitated an improved clarification, or re-definition of the relevant roles 
of directors and managers. To what extent such developments indicated a 
growing divorce between ownership and control, and created a potential 
source of conflict between managers and owners, as suggested by Supple, 
is less clear. His suggestion that most professional managers, being mining 
engineers, were interested in technical excellence irrespective of cost, 
whilst most business decisions were taken by nontechnical ‘economizing 
businessmen’,” must remain an unproven assertion until recorded instances 
of such conflict are discovered and investigated. Nevertheless, the technical 
backgrounds of many professional managers may well help to explain the 
lack of integration between production and marketing functions observed 
by Dintenfass. Another possible explanation for his observation is that 
companies often lacked an adequate, integrated MIS producing information 
whereby decisions affecting production and marketing could be properly 
co-ordinated. The following section examines some of the surviving 
evidence relating to colliery company management information systems 
prior to nationalisation. 


IV 


Different levels of management are required to make different types of 
decision and hence will have different informational requirements. Thus the 
lower levels of management in the coal industry, such as overmen, under- 
managers and managers of individual collieries, were generally charged 
with ensuring efficient production, often interpreted as obtaining the largest 
output at the lowest cost per unit." Monitoring of waste and inefficiency 
was generally achieved through internal controls based on the costing 
system, which essentially comprised regular, historically based cost sheets 
kept on a fortnightly or monthly (four week) basis." On the other hand, 
higher management levels, from the colliery manager upwards, would be 
responsible for more long-term strategic, planning issues, and thus have 
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somewhat different information requirements. In the context of the coal 
industry, this involves making decisions on issues such as the sinking of a 
new pit, the provision of housing for the miners, the choice of alternative 
power sources, the establishment of centralised power schemes, the erection 
of coal preparation equipment and whether or not to close a colliery. As with 
all companies, of course, there was also the key issue of ensuring financial 
viability of the business. 

Whilst a certain degree of effective control of waste and efficiency 
seems to have been, or believed to have been, achievable through 
historically based cost sheets emanating from the AIS, the information 
required for long-term planning decisions needed to be forward looking. 
Furthermore, being less run of the mill, such information was more likely to 
be provided by ad hoc than by regular reports, though the need for the 
former would to some extent depend on the nature of the latter and, in 
particular, the extent to which they contained forward looking elements. 
Indeed, the ad hoc reports might or might not be based on the information 
produced by the AIS, and in the latter instance other elements of the MIS 
would come into play. Since evidence on the use of controls at lower 
management levels is extremely scarce, our attention will be focused on top 
management controls in the remainder of this section. 

From the sample of colliery concerns studied in the preparation of this 
article it emerges that by the First World War, if not substantially earlier, 
most boards of directors of joint-stock companies received regular, monthly 
reports from the managers of each of the two main departments, production 
and sales. This was the situation, for example, at the Powell Duffryn and 
Main Colliery companies during the early years of the twentieth century, 
whilst the board of the Rhymney Iron Company received three reports, the 
additional one being from the brewery manager. Whilst sales reports in the 
late nineteenth century were general read at board meetings by the 
company secretary, production reports might be presented verbally by the 
colliery manager, particularly at the smaller companies, such as the Main 
Colliery Company, where he might have a seat on the board. At the larger 
concerns, and as the period progressed, written reports began to be tabled at 
board meetings, and in some cases they were circulated prior to meetings. 
Thus in 1911, prior to which time the colliery manager had presented his 
report personally, the board of the Cynon Colliery Company requested him 
to submit a typewritten copy three days before each board meeting.” 

As well as there being different modes of presentation, managerial 
reports also varied greatly in nature from one company to another. Typically, 
the report of the person in charge of coal production was a historically based 
document. In the earlier part of the period there is evidence that it was 
essentially a record of recent operations, presenting a technical audit of the 
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workings. It would normally present data on output over the period covered 
and the number of days worked, and might include a calculation of the 
average output per day and an indication of the percentage of large coal 
produced.“ Such was the situation with the fortnightly reports produced for 
the directors of North's Navigation Collieries in March 1890 by the mining 
and civil engineering firm of Forster, Brown & Rees, who were acting as 
agents,” and also the annual reports for 1894—96 prepared by Henry William 
Martin, colliery general manager, to the managing trustees of the Dowlais 
Iron Company.* In addition these reports would describe geological and 
other working conditions and occasionally indicate the need for future 
development work required or the need for additional machinery. Despite the 
changes chronicled below, this information continued to form the basis of the 
typical production report throughout the pre-1947 period. Thus in the late 
1930s, for example, Charles Nelson, managing director of the Hartley Main 
collieries received such reports every three to six months from his three 
immediate subordinates, the senior manager (covering the merged 
Cramlington and Seaton Delaval pits), the manager of the newly acquired 
Seaton Burn group of pits and the chief engineer (who had responsibility for 
the group's brickworks).” 

Whilst it was usual in such reports for production figures to be 
presented, and also possibly information on the amount of stoppages and the 
reason for them, presentation of cost information was rare prior to the dawn 
of the twentieth century, though moves in this direction are discernible at 
some companies in the final years of the nineteenth century. Initially this 
was in the form of highly aggregated cost data, most notably the overall 
average cost per ton for the company, apparently based on the information 
provided by the regular cost sheets. Thus at the Cramlington Coal Company, 
for example, where a relatively sophisticated reporting system was 
introduced by the colliery manager Morison in the 1890s, costs were 
indicated, but only for the group as a whole.* A similar situation pertained 
at the Main Colliery Company just prior to the First World War, and at the 
Lockets Merthyr collieries prior to 1908. In 1908/9, however, information 
on costs for the different districts operated within the latter company's three 
collieries also began to be collected and fed up to the board.” Another 
company where the board was in possession of cost information, in the form 
of cost per ton on a pit-by-pit basis, during the First World War was the 
Ebbw Vale Steel, Iron & Coal Company.® At Hartley Main, bowever, it was 
not until 1932 that pit-by-pit cost information was provided." At Powell 
Duffryn, the company's managing committee in 1928 requested monthly 
detailed returns containing cost per ton figures for tbe various grades of coal 
produced and ‘if possible for every pit.” 

Whilst the Ebbw Vale reports, like the earlier reports cited, also 
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contained information on output and stoppages, they went far beyond this. 
They also contained figures on employment, productivity (output per turn 
worked, both for colliers and all persons employed), absenteeism and 
colliers’ earnings, though interestingly there are no figures for sales or 
profits. The absence of sales information from the Ebbw Vale reports, like 
that from the reports of colliery general managers of other companies, 
probably reflects the existence of separate sales reports. Few of these have 
survived for any colliery company, but those from the commercial manager 
of the Main Colliery Company, relating to the period September 1914 to 
August 1915, list for each type of coal the buyer, destination, quantity, end 
date for delivery and a figure showing the net price (free on board) at the 
company’s siding. In addition, his report provides a summary for ‘Hughes 
and Steam Coal sold forward’, indicating for each grade how much is to be 
delivered in each successive month, and its average realised price. The 
statistics were also supported by a general statement of market 
developments and prospects. In the late 1920s the managing committee of 
Powell Duffryn requested that it should be provided monthly with 
information on sale prices, not only by each of the four constituent 
companies but, if possible, for each pit.“ The committee also received 
fortnightly returns from its two trading arms, Stephenson Clarke and Maris 
Trading, relating to purchases, sales and deliveries of coal, together with 
information on wagons, ships and their respective cash positions. Whilst the 
general absence of both sales information and profit figures from the 
production reports of colliery general managers might suggest that such 
information emanated from a source different from that of the production 
information, the extent to which colliery companies operated a single, 
integrated AIS is still, at this stage, largely unknown.” 

Though profit information may not have been contained in the report of 
the colliery general manager, many boards nevertheless received such 
information. Around 1880, most boards only seem to have been in 
possession of profit information, at most, twice a year. Annually, of course, 
the directors of all joint-stock companies were required by law to present to 
their shareholders, at the company's annual general meeting, a balance 
sheet. However, many boards also had half-yearly figures drawn up, often 
only for the purpose of determining interim dividend payments. Half-yearly 
or annual balance sheets, however, hardly constituted management control 
documents,* though there is evidence that directors did use the results to 
comment on or question the policies being pursued by managers. Boards at 
some companies, on the other hand, did exhibit a concern to have a more 
regular flow of financial information, particularly in relation to overall 
profit or loss. Thus in 1909, following the death of the chairman Inskip, the 
new chairman of the Main Colliery Company, Sir George White, instigated 
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a system of reporting whereby, in addition to the usual manager’s reports 
and a summary of production costs, he should also receive a monthly 
balance sheet.” In 1911 the Cynon Colliery Company instigated a system 
whereby the board received three-monthly balance sheets,* whilst in 1917 
the board of the Imperial Navigation company requested that, in future, 
monthly accounts should be brought before them.” 

The gradual move towards regular reporting of cost and subsequently 
profit information indicates an awareness by boards of directors of the need 
for more detail relating to the operational affairs of the business, if only in 
relation to cash flow and general financial planning and viability. An early 
example of an increased concern with monitoring financial affairs was the 
establishment, around 1888/89, of a management committee at Powell 
Duffryn to monitor the company’s financial affairs on an almost daily basis, 
something which could not be effectively achieved through the monthly 
meetings of the board. A second example is that of the Rhymney Iron 
Company where, in August 1914, the board established a finance committee 
to oversee all movements of money in and out of the company. Cash flow 
problems, and the need to pay wages weekly, led the board to request 
various officials to prepare week by week detailed accounts of expected 
receipts and payments for the following four weeks.” In 1915 it was 
requested that a sales report should be presented to each monthly meeting 
of the finance committee, giving particulars of the different grades of coal, 
together with the average price of each ‘to be delivered under existing 
contracts in each future month, with particulars of new Contracts entered 
into, and spot sales effected since the date of the previous Report’.” The 
first such report was submitted on 19 August 1915. Despite the financial 
problems of the company, however, there is no evidence, until January 
1919, of the board receiving monthly profit returns for the collieries and 
breweries. 

Regular monthly reports on production, costs and profits undoubtedly 
provided boards with information upon which to judge the overall past 
performance of the concern. Since most were, however, merely historical 
descriptions they were of little use in planning new developments, though 
the information they contained might have made the need for such 
developments more visible. Thus rising costs of production might indicate 
geological problems and the need to consider closing down a colliery and/or 
sinking a new one, particularly if coal prices had not risen to offset such 
adverse movements. Since the basic reports provided by the AIS did not 
contain the necessary information to judge such strategic, long-term 
decision-making as a matter of course, directors were usually compelled to 
call for the drawing up of special, ad hoc, reports. These might be provided 
by members of the existing staff of the company, or by special experts such 
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as consulting mining engineers, called in to advise the board on a 
consultancy basis. Evidence suggests that outside experts could be called 
upon in addition to companies' own staffs, not only to act as a partial check 
on the latter but also to provide an independent, external assessment of the 
needs and potentialities of the course of action being contemplated. 

The use of ad hoc reports in mining is probably as old as mining itself.” 
Typically they were used when major investments were under 
consideration, but they could also be used to assess current operations. At 
the Main Colliery Company, for example, the board often called upon one 
of its own members, the mining engineer W.T. Rees, to produce special 
reports, such as those on the desirability of making a sinking to the Hughes 
vein (October 1898), and the general state of tbe collieries (September 1907, 
December 1909)." In March 1908 he had produced a joint report with the 
managing director, H.T. Wales, on the further development of the 
collieries.“ Despite this wealth of talent in their midst, the Main board also 
used outside experts. Just prior to the First World War they sought advice on 
mining matters from E.M. Hann, general colliery manager of the Powell 
Duffryn company, one result of which was that his son, E.L. Hann, later 
chairman of Powell Duffryn, was appointed consulting engineer to Main in 
July 1914.5 

Whilst colliery sinkings and the general state of the collieries were the 
major focus of ad hoc reports, other subjects were also touched on. Thus at 
the Marquis of Londonderry’s collieries in Durham, G.B. & T. E. Forster and 
Wiliam Armstrong & Sons were jointly called in to value the colliery 
properties prior to the creation of a private limited company, Londonderry 
Collieries Ltd." At Cramlington, the general manager Morison prepared a 
report in 1913-14 on proposed colliery housing developments and in the 
mid-1920s his successor, Wood, produced a series of reports on possible 
reorganisation of the pits." At the Main Colliery Company, the general 
manager Price reported on the proposed working of the Primrose barrier of 
coal in 1909." 

Specialist areas such as electricity, however, were much more likely to 
be the subject of reports by outside specialists than colliery general 
managers, partly because of the lack of specialist expertise amongst the 
latter group, but also owing to the large amounts of capital expenditure that 
would need to be undertaken, particularly if, in the case of electricity, the 
company was considering generating its own electrical power. Many 
companies in South Wales, for example, including Powell Duffryn and the 
Main Colliery Company, called in Mr Sparks of the South Wales Electrical 
Power Distribution Company on a number of occasions during the first two 
decades of the twentieth century to advise them on various issues associated 
with their adoption of electrical power. 
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It seems clear from our empirical work that boards of British colliery 
companies received far more information on the eve of nationalisation than 
they did around 1880. This enhanced flow of information over time, in our 
view, was partly as a response to internal factors, including increasing size 
and the influence of personalities, and partly as a response to extemal 
influences. Whilst increasing size, such as that experienced by Powell 
Duffryn and the Fife Coal Company, necessitated more information, this 
appears to have resulted in evolutionary change, that is, modifications to the 
MIS, rather than wholesale changes in it. Although greater size made 
necessary a greater flow of information, many of the changes documented 
in this paper occurred in companies which were not expanding. Such cases 
clearly indicate that boards or certain key members could be responsible for 
generating changes within the MIS. In some cases, changes in the 
information flowing to boards or sub-committees thereof were clearly a 
response to needs, particularly financial problems, such as the establishment 
of Powell Duffryn’s management committee and the setting up of a 
financial committee at the Rhymney Iron Company. In other cases, 
developments resulted from changes in key personnel, such as White at the 
Main Colliery Company and Nelson at Hartley Main.” Initiatives could also 
derive from the management level, such as that of Morison at Cramlington. 

From the internal perspective of the firm, therefore, there is some 
evidence to support the view of Summers that complexity of the MIS is not 
related to size but rather the interaction between people and purpose.” In the 
context of the coal industry prior to 1947, however, external events, such as 
depression in the coal trade and the advent of coal control during the First 
World War also clearly played a role. Depression influenced events both 
through its impact on rationalisation and amalgamations" and through 
requiring more effective control if companies were to survive. The role of 
the coal controller was to request certain information not previously 
requested from colliery companies. Whilst prior to 1914 colliery companies 
had to submit data on output, employment, the number of days worked and 
on various items of equipment, after 1916 they were required to return 
information on productivity, costs and profits. Some companies, as we have 
seen, had already moved in this direction before the war, and since 
information was only required on a company-wide basis, the impact of the 
coal control on such companies was minimal. For more backward concerns, 
bowever, the need to produce such information for the coal controller may 
have led to boards beginning to utilise such additional information for their 
own management control purposes. 

Moves towards greater provision of cost and profit data between the 
wars on a pit-by-pit basis was not required by the coal controller, and 
appears to reflect falling profitability and the need to rationalise production 
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in a period of declining world markets. The different rates of adoption of 
such information, or that relating to individual seams and districts, may 
reflect the fact that it required more significant changes to be made to the 
typical MIS than did the changes noted above. Thus at the Locket's Merthyr 
collieries it was clear that the provision of more detailed information could 
not be achieved without greater amounts of bookkeeping and the 
employment of additional clerks.” The growing importance of detailed pit- 
by-pit information for decision-making purposes in the inter-war period, 
however, is clearly illustrated at Fife where the company's managers and 
directors closely monitored the pits in the 1920s and 1930s. In particular 
Muir notes that the Bowhill colliery, due to its small margin of profit, was 
kept constantly under review." 

Our analysis suggests that changes in information flows were largely 
demand-determined, but is there any evidence of supply-side influences, 
that is, changes emanating from the development of management theory? 
Whilst it is not possible to examine all such developments here, it is perhaps 
worth pointing out that there is virtually no evidence of moves towards the 
use of standard costing or budgeting, two of the most significant 
developments generally associated with the advent of scientific manage- 
ment during the early twentieth century. It is widely accepted that the 
adoption of scientific management in Britain and Europe lagged behind that 
in America," and this view is not contradicted by our observations of the 
coal industry prior to 1947. Whilst there may be some evidence of a move 
towards a crude form of budgeting, such as requiring the provision of 
statements of future expenditure so that the ability to finance them could be 
assessed, there is little evidence of the use of budgets in the modern sense, 
to establish and monitor plans and then to reassess them. There is also little 
indication of standard costing systems being adopted, though it is known 
that Powell Duffryn introduced a Bedaux-type system of production 
planning in the late 1930s," possibly as a forerunner to such developments. 
Furthermore there is no evidence of any consideration of the use of different 
cost concepts for different decision-making purposes, a view which began 
to be advocated by R.S. Edwards in the 1930s. As Church has pointed out 
in relation to the pre-1914 period, however, the fact that terms such as 
marginal cost or marginal product were not part of the language of 
coalowners at that time should not necessarily be taken to imply that the 
implicit application of the concepts did not precede many decisions 
pertaining to colliery strategy.* 

Although change in the form of information flowing between managers 
and boards of directors has been observed and commented upon, it is also 
clear that, once established, a system, unless provided with an external 
shock, be it in the form of a change in key personnel, or outside require- 
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ments such as those of the coal controller, could remain largely unchanged 
for long periods, a good example being that implemented by Morison at 
Cramlington in the early 1890s remaining in place until around 1930. Thus 
the theme of developments in MIS between around 1880 and 1947 must be 
one of both continuity and change. 


V 


Assessing the significance of changes in MIS for decision-making is 
difficult because of the problems in clearly identifying the link between 
management structure and decision-making. The colliery companies 
examined by this study exhibited different managerial structures, albeit ones 
based essentially on the tripartite system, and differing patterns of 
responsibility in relation to decision-making. À prerequisite for the latter to 
have been efficient, of course, is information, of the right type, at the right 
time and in the right place. Our study makes it clear that the typical colliery 
company's MIS did adapt and deliver increased amounts of information to 
the upper management levels during the period studied. What we are unable 
to do, at this initial stage in our work, howcver, is to determine the extent to 
which this improved information flow led to more effective decision- 
making. 

The early signs are that the changes may have been significant. The 
reports produced by the MIS began to contain forward-looking elements and 
provided increasing amounts of information on productivity, costs and 
profitability (albeit largely historical) on a more disaggregated basis. Despite 
this growing sophistication, there is little or no sign of the widespread use of 
budgets or techniques such as standard costs. It is not clear, however, whetber 
this deficiency represents a criticism of the pre-nationalisation coal industry 
in Britain, since it is possible that the systems in use may nevertheless have 
been appropriate to the industry's needs at the time. Unless the usefulness of 
certain techniques can be positively established, their absence should not 
automatically be presumed to imply that systems were defective. 

If the efficiency of a company’s MIS is to be judged by whether or not 
the business survives over the long term then the evidence from most of the 
companies studied in this paper suggests that the systems used in the British 
coal industry prior to 1947 were sufficiently well organised to prevent 
company failure. Whilst it might be possible to argue that in the years 
immediately preceding the First World War colliery companies could 
survive irrespective of their MIS due to the buoyant state of trade, such an 
argument could not be applied to the inter-war depression. It also remains a 
possibility that firms survived in spite of their MIS. Having an apparently 
well structured MIS, however, was not a guarantee of survival: the eventual 
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liquidation of the Main Colliery Company in 1929 occurred despite an 
advanced MIS which generated much useful control information on a 
monthly basis from at least 1909. Despite being supplemented by 
additional, special reports which, until the First World War at least, probably 
accurately reflected the company's prospects, the onset of worsening geolo- 
gical conditions, together with the worsening state of the coal trade in the 
1920s, could not be compensated for. 

Even in relation to the coal industry before nationalisation, there is 
clearly much more work that needs to be done, not only before we are able 
to judge the role of MIS in firm survival, but also before we can gain a 
' meaningful answer to the question of whether or not changes in the 
development of MIS enabled more efficient decision-making. It is our hope 
nevertheless that this paper will stimulate others to undertake investigations 
which may eventually enable business historians to provide answers to 
these important questions. 
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Despite Best Intentions: The Evolution of the 
British Minicomputer Industry 


ROSS HAMILTON 
University of Warwick 


In November 1964 Harold Wilson appointed Frank Cousins as Britain’s first 
Minister of Technology and warned him that he had about one month to 
save the British computer industry. For the next three years the Ministry of 
Technology (MinTech) wrestled with the problem, eventually presiding 
over the formation, through merger, of ICL in 1968.' The promotion of a 
single national champion mainframe manufacturer was seen as the only way 
for the British industry to compete with IBM, the US manufacturer and 
world market leader. 

While popular and political attention was fixed on the mainframe sector 
of the computer industry, a similar situation was developing in the mini- 
computer sector. A handful of British manufacturers found themselves 
elbowed aside by their US competitors, most notably Digital Equipment 
Corporation (DEC). By the late 1980s DEC was the second largest com- 
puter company in the world (behind IBM), but in the early 1960s it was 
widely believed that the British manufacturers should be able to compete 
effectively in the world minicomputer market, or at least hold their own 
within the British market. 

This paper describes the development of the British minicomputer 
industry, explaining how it grew out of the field of process-control techno- 
logy, how MinTech tried (and failed) to alter the structure of the industry, and 
how it was ultimately relegated to serving a number of contracting niche 
markets. The paper aims to complement the existing policy-failure studies 
which have been conducted in the history of the British computer industry,’ 
and present an insight into a market sector that has as yet remained 
untouched by historians, whose attention has concentrated on the mainframe 
industry. The paper aims to address the principal question: was the British 
minicomputer industry a failure, and if so, why? 


Il 
In the early 1960s the words 'computer' and 'mainframe' were essentially 
synonymous. A mainframe was a massive, power-hungry device, attended 
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by a group of operators who kept the system in operation 24 bours a day, 
and acted as an interface between the computer and its users. Mainframes 
were generally bought by large corporations and major public sector 
departments for use in electronic data processing (EDP), usually automating 
routine clerical and accountancy work. A decade later, at the beginning of 
the 1970s, it was possible to buy computers a fraction of the size and cost 
of a mainframe. These new ‘minicomputers’ were used in small businesses 
to perform stock control, in laboratories for data capture and analysis, and 
in factories for controlling automated machinery. They drew power from the 
standard single-phase electricity supply and could be used ‘hands-on’, with- 
out any intermediary operators. Because of their low cost, they could be 
turned on and off as needed and be left idle when they were not required. 

During the late 1950s the semiconductor transistor had started to become 
commonplace in commercially manufactured electronic goods, replacing 
electromechanical relays and vacuum tubes. In the computer industry, the 
mainframe manufacturers rushed to develop transistorised ‘second genera- 
tion’ systems.’ This change in hardware technology coincided with the so- 
called ‘software crisis’, which was fuelled by the recognition that each new 
computer system had a limited useful life before its users’ requirements 
would outgrow its capabilities. Users and manufacturers alike became 
concerned that software development costs were beginning to overtake 
hardware costs as software was periodically rewritten to work on new 
computers. It became apparent that the manufacturers’ practice of 
developing new computers without regard to software compatibility had to 
stop, and that they would have to provide homogeneous system ranges so 
that users could upgrade hardware without having to replace their software. 
This was an opportunity that IBM addressed in 1964 with the introduction 
of its System/360, the first upwardly compatible range of mainframes.‘ In 
such a range, every model could run the same software, with the more 
expensive models having a faster processing speed and larger storage 
devices. System/360 was a phenomenal success, and it propelled IBM to the 
forefront of the mainframe industry. IBM’s initiative in response to the 
software crisis forced the pace in the rest of the industry. This was reflected 
by a merger wave in Britain as companies either responded to the new 
competitive environment or tried to retreat gracefully from the industry. By 
1968 there was only a single surviving British mainframe manufacturer, 
ICL 

Meanwhile, transistor technology was having a profound effect in the 
field of automation, which can be loosely defined as the use of automatic 
equipment to replace mental and physical labour.‘ Industrial automation 
grew out of the systems developed for automobile factories during the 
1930s, and was a process that could be applied in areas whose operating 
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characteristics could be precisely specified.’ These were areas that 
previously would have required skilled or semi-skilled human operators. 
Some typical examples were: traffic control systems; railway signalling 
equipment; and centralised controllers for chemical processing plants. 
Process controllers, systems for industrial automation, were constructed in 
the 1950s using electromechanical technologies by companies such as 
General Automation and Foxboro in the US, and Ferranti and EMI in 
Britain. It was typical for a special-purpose process controller to be 
developed for each particular application or for a limited group of similar 
applications. Controllers of this type were dedicated, or ‘hardwired’, 
devices, and were intrinsically difficult to modify for use in tasks for which 
they were not designed. 

By the late 1950s and early 1960s, just as mainframe computer users 
were facing the software crisis, process controller manufacturers faced an 
analogous hardware crisis. As the adoption of automation became wide- 
spread, they found that they could not keep pace with demand, especially 
because customers demanded increasingly complex controllers. The 
industry’s response was to develop general-purpose control systems that 
could be relatively inexpensively tailored to each individual application." 
These systems would perform a series of simple operations according to a 
list of instructions which could be considered a rudimentary computer 
program. By changing the list of instructions, they could be adapted to a 
wide range of different tasks. This mode of operation meant that they had 
many similarities to mainframes, but the differences were significant: their 
limited programming capabilities were specifically designed with control 
applications in mind, rather than general purpose business and scientific 
use; they used only inexpensive read-only memory, as opposed to the 
random access memory used in mainframes, because it was not anticipated 
that it would be changed very often; and their input/output facilities were for 
use with low-speed measuring devices and actuators rather than high-speed 
magnetic tape or discs. Nevertheless, it was a relatively small step from 
these general-purpose control systems to fully fledged electronic computers. 
This step was taken, for example, by Ferranti in 1960, when engineers took 
the process control system from Ferranti’s Bloodhound missile and used it 
as the basis of development for the Argus computer.’ Other companies in 
Britain and the United States were independently working on other such 
projects at the same time. When the similarities between these new systems 
and mainframes were seen, the same terminology began to be used, and the 
new systems were then called process control computers. 
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Figure 1 Special-purpose process control technology was still clearly evident in ths 1961 
Ferrant: Argus 200 system. Programs were laboriously recorded in the read-only memory by 
placing thousands of pegs 1n instruction trays. 


Beyond industrial automation, research scientists became aware in the 
early 1960s of the potential for adopting computers. This was a latent 
market which required small, low-cost computer systems that could be used 
in areas in which it would be uneconomic to use, or rather, under-use, a 
mainframe computer. The process control computers fitted the bill; because 
they cost much less than a mainframe they could be paid for from a 
departmental equipment budget — it was not necessary to convince a 


THE BRITISH MINICOMPUTER INDUSTRY 85 


company’s supervisory board to authorise funding. A small, inexpensive 
compater could be economically justified even if it was not in use all of the 
time. Minicomputers were never portable, but they could be instalied 
virtually anywhere, whereas a mainframe system required a specially 
appointed room with air conditioning, a raised floor for cabling, and often a 
three-phase power supply. As the new process control computers began to be 
used in new fields outside of industrial automation, they started being called 
small computers, or more fashionably ‘minicomputers’ in the late 1960s.” 
Because minicomputers had to be sold at low cost, and therefore low 
profit margins, high volume sales were necessary. In order to keep unit costs 
down further, minicomputer manufacturers could not afford to develop 
major support services, so after-sales contact with customers had to be kept 
to a minimum. (Customer support represented a considerable part of the 
cost of a mainframe computer system.) Fortunately, many of the customers 
in the new markets were technically sophisticated. It was feasible to supply 
them with a naked system, that is, one without an applications software 
package, sometimes without even operating system software. These users 
could develop their own software, or commission it from a third party, and 
they understood the technical issues that this would entail. Many of these 
new customers were keen to try out small computer systems, so while 
mainframe manufacturers had to approach individual customers and 
persuade them to buy their systems, minicomputer manufacturers were able, 
to some extent, to adopt a passive approach, and wait for the customers to 
approach them." Sales could be achieved merely by developing products 
suitable for the technically sophisticated markets. Consequently, during the 
early 1960s minicomputers were used almost exclusively in laboratories, as 
data-logging devices, where the software was developed by the customers, 
or in factories, as process controllers, using customised versions of 


generalised software packages. 


Il 


Within a political and industrial climate which was favourable to industrial 
automation, & handful of British companies were encouraged to enter the 
market during the 1960s. The economic climate and low entry costs also 
encouraged new enterprises: it was estimated that the cost of developing a 
minicomputer system was less than $5 million in the late 1960s. By 
contrast, the barriers to entry to the mainframe industry were estimated to 
be in excess of $1 billion at the same time.” 

In Britain, minicomputer manufacture attracted a number of electronic 
capital goods manufacturers in the early 1960s, while a number of 
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Company Product Date Notes 
Name Delivered 

Diversified electronic goodsz/components manefacterers 

Ferranti Ltd (Automation Argus 1961 Developed from Bloodhound mssilo 

Systems Division) control computer 

Elliot Automaton Ltd Lui 1961 The first British commercial 
menicomputer 

General Electric Company 4080 1967 Took over EA small computer 

(GEC) interests in 1967 

Plossey XL-12 Cancelled Proposed system, never dekvered 

Exeresprencuna siant-ups 

Computer Technology Lid Modular One 1968 CTL founders defected from EA m 

(CTL) 1965 

Dignoo Lid Micro 16 1966 Developed from a garage burlt 
"DIGIAC" prototype 

Arcturus Computers Ltd Al&-D 1969 Commercial finire 

Office equapmers company 

Businces Computers Ltd Molecular 18 — 1966 Morper between Burneo and 

(BCL) Systemetoa 


entrepreneurial start-ups entered the field later, during the mid-1960s. There 
was even one Office machinery company which developed a minicomputer 
system. The principal British players are shown in Table 1.” 

The diversified electronics companies, Ferranti, GEC, Plessey and 
Elliott Automation (EA), were the first to enter the small computer market, 
through the technological evolution of their existing products. EA built on 
its industrial automation equipment, while the other three companies 
derived technology from their defence systems: Ferranti from missile 
control systems; GEC and Plessey from communications equipment. Later, 
all three companies separated their military and civilian minicomputer 
operations, under pressure from the Ministry of Defence." Developments in 
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the minicomputer industry were not significantly driven by changes in 
electronics technology (see Section IV), so the levels of technology transfer 
between the military and civilian operations were minimal in all cases. 

Ferranti was a multidivisional family-owned company, and had been one 
of the first British companies to become involved in mainframe 
manufacture.” In 1959, work began in the guided weapons department to 
develop process contro] computers for the civilian market, derived from its 
Bloodhound missile technology. In 1963 this work was separated wholly 
from its military roots, with the formation of Ferranti's Automation Systems 
Division. The director of the new division was given relative independence 
from the Ferranti board provided he could maintain an economically viable 
operation. This was not difficult to achieve because many of the technical 
problems had already been solved by the Bloodhound developers. The lead 
time, from creation of the division to demonstration of the first 
minicomputer system, was relatively short, although it was not until 1961 
that the first system was sold. It is interesting to note that when it was first 
introduced the computer was called the Ferranti Process Control Computer, 
but it was soon changed to Argus. This was in line with the tradition of 
Ferranti’s Digital Systems Division, which named all of its mainframe 
computers after constellations. The inference was obvious: this was a fully 
fledged Ferranti computer, albeit aimed at a different market. 

Elliott Automation was a company that had been established — originally 
named Elliott Brothers — in the late nineteenth century to develop scientific 
instrumentation. By the early 1960s it had diversified into the manufacture 
of mainframe systems, but its main business had become process control 
equipment. EA's managing director was Leon Bagrit, who delivered the 
Reith Lectures in 1964 on “The Age of Automation’, and was well known 
for his technological enthusiasm, which bordered on evangelism." Perhaps 
fired by his slogan, 'Never re-invent', EA began minicomputer develop- 
ments in the late 1950s in an attempt to reduce the cost of automation 
equipment." The resulting commercial product, the Elliott Automation 802, 
was first demonstrated in 1962 during a trade fair at Olympia. The product 
Sold successfully for about five years, in part due to a marketing 
arrangement with the US firm, National Cash Register. EA was broken up 
during the merger wave of 1967—68. Its mainframe concerns went to tbe 
newly formed ICL, while its minicomputer concerns were taken over by 
GEC. Although GEC already had a minicomputer operation, the EA 
department retained an independent identity after the take-over. The head of 
the subsumed EA minicomputer department had a relatively free hand, 
provided he retained the approval of the GEC board.” 

The most important of the start-ups was Computer Technology Ltd 
(CTL), which was formed by a group of minicomputer engineers who had 
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left RA to form their own company in 1965. CTL was funded by a consor- 
tium including American Research & Development (ARD) and Robert 
Maxwell's Pergamon Press. ARD was a venture capital source that was 
strongly associated with high-technology industries, and which became 
famous for its phenomenally successful backing of DEC.” On the other 
hand, Maxwell was one of the many businessmen caught up in the euphoria 
surrounding industrial modernisation. CTL was founded by Iann Barron, 
who acquired a reputation as the enfant terrible of the British minicomputer 
industry. As chairman he exercised control over the company’s direction for 
five years until he was ousted by the company’s board, and relegated to a 
technical advisory role. He remained with the company for ten years. As a 
start-up, CTL had strong obligations to make a quick financial return during 
its early years, and to some extent this interfered with Barron’s original 
mission to develop and advance the state of the art in small-computer 
technology. Subsequent chairmen of the company paid more heed to the 
shareholders than Barron had been inclined to. CTL was formed with good 
intentions and many bright engineers, but it was 1968, two years after the 
company had been formed, before they had developed a marketable 
product, the Modular One, and this delay was a concern to its investors in 
the interim.” 

The second important start-up was Digico, formed in 1965 by two 
electronics engineers who had developed a prototype system, DIGIAC,” in 
a garage. It was developed for a specific laboratory data-logging applica- 
tion, in connection with spectrum analyser hardware. Digico was jointly 
controlled by its two founders, with thinly drawn boundaries between their 
areas of authority. As a consequence the company lacked strategic 
direction.” However, unlike CTL, Digico already had a prototype system 
before the company was founded, so there was no product development 
delay between the company’s creation and its first sales. Digico quickly 
went on to develop a more general purpose minicomputer, the Micro 16, 
which it began selling in 1966, two years before CTL/s Modular One. 

The remaining major player was Business Computers Limited (BCL). 
BCL was formed through the merger of Business Mechanisation Ltd 
(Bismec), an office machinery company founded in the 1930s, and 
Systemation Ltd, an electronics design company. In the early 1960s the 
companies collaborated on specíal purpose accounting and stock control 
systems, called SADIE and SUSIE." In recognition of each others' assets, 
namely a well-developed sales and support network on the one hand, and an 
experienced hardware design team on the other, the two companies merged 
in 1968 to form BCL. The new company was headed by the managing 
director of Bismec, although technical direction remained in the hands of 
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Systemation’s managing director. Later that year, BCL introduced its 
Molecular 18, a general purpose minicomputer system. 


IV 


During the second half of the 1960s, as new markets opened outside of 
process control, one principal government agency tried to influence the 
minicomputer industry. This was the Ministry of Technology, which was 
formed in 1964 when Harold Wilson's Labour government entered office.” 
Promotion of industrial automation had been at the heart of the Labour 
Party's election manifesto during the 1964 election campaign.” Harold 
Wilson spoke of ‘the Britain that is going to be forged in the white heat of 
this [scientific] revolution’ .” Industrial modernisation was seen as one way 
to address Britain’s relative economic decline, which was attributed in part 
to inefficiency in British industry." Adoption of new automation 
technology, combined with radical changes in British management 
structures, might help to bridge the economic gap and improve Britain's 
position within the global economy, or at least allow it to catch up with its 
European neighbours. 

As mentioned in the introduction, Frank Cousins was appointed the first 
Minister of Technology, and told by Wilson that be had ‘about a month to 
save the British computer industry’,” by which Wilson meant the 
mainframe industry. Cousins initiated the dialogue that led to the formation 
in 1968 of ICL, although he resigned from the Cabinet in 1966, and was 
replaced by the zealous Anthony Wedgwood Benn.” Benn had previously 
served as Postmaster General at a time when the Post Office was beginning 
to use computers to automate sorting processes. Once the mainframe 
industry reorganisation was under way, MinTech turned its attention to the 
minicomputer industry, and came to the conclusion that DEC - the leading 
American company — would soon displace the British manufacturers unless 
something was done to prevent it. 

The ministry sought technical advice from the National Research and 
Development Corporation (NRDC), an agency which had been formed in 
1949 to foster technological innovation.’ The NRDC was in favour of 
rationalisation of the computer industry, both in the mainframe and 
minicomputer sectors, and its advice reflected this, consisting of a checklist 
of three classes of minicomputer, designated Types A, B and C, with target 
prices for each type.? The NRDC proposed that, between themselves, three 
separate British manufacturers could develop a single computer, one for each 
of the categories, and thus avoid destructive competition. In the long term 
this would hopefully allow the British companies to compete internationally. 
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A series of talks were held with representatives from the manufacturers 
during 1966-67, in an effort to persuade them to co-operate. However, by 
that time most of the manufacturers had their own well-advanced designs, 
with GEC and Ferranti already marketing products. Moreover, all of the 
British computers, except the ones proposed by Digico and Arcturus, fell 
into the Type B category. There were no Type C pro-posals. 

MinTech recognised that it would not be possible to persuade the 
companies that already had products to co-operate in developing new (Type 
C) systems, so attempts were made to persuade some of the start-ups to co- 
operate, by trying to marry those with proven design skills with experienced 
manufacturers. For example, MinTech suggested to a number of electronics 
companies that they should consider manufacturing CTL’s design, with the 
ministry offering to underwrite production of the first systems. MinTech 
returned to Barron at CTL to suggest a number of liaisons, first with 
Plessey, then Associated Electrical Industries, and finally English Electric, 
but Barron always refused through fear that he would lose authority over the 
technical direction of the product. MinTech became piqued with Barron’s 
lack of co-operation, and eventually offered its support, in the form of 
development grants or assured sales, exclusively to Digico’s Micro 16 and 
Plessey’s XL-12 projects. Only Digico and Plessey had been forthcoming 
with information about their proposed systems and receptive to suggestions 
from MinTech. All of the other companies had either refused to co-operate 
with each other, or had not considered it worthwhile to attend the dis- 
cussions with MinTech. 

The MinTech support for Digico and Plessey proved commercially 
damaging for several of the other companies, because it implied that the 
government only had confidence in Digico and Plessey: in particular, CTL 
suffered during the summer of 1968, on the eve of introducing its Modular 
One system, and had to pretend to already have an established customer 
base in order to sell its first system.” Moreover, support from MinTech did 
not guarantee success — Plesscy never managed to finish developing its XL- 
12 project," while Digico's computer was considerably more expensive 
than had been anticipated (although it did prove commercially successful).* 
Both CTL and Arcturus criticised MinTech’s policies in memoranda 
presented to the 1969-70 Select Committee on Science and Technology.* 
When asked about government support for the industry, Barron replied, "We 
believe that naturally there should be support which is not necessarily just 
to one computer manufacturer ... and that support by constraint is not to the 
benefit of the industry as a whole’.” 

Once the attempts to make mergers or alliances were abandoned, further 
government support was made in the form of development grants for 
complete systems in specialist application areas. These grants were not very 
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successful because they were often divided between several companies in 
order to prevent accusations of favouritism. For example, a grant to develop 
& pathology laboratory data-logging system was divided evenly between 
CTL and GEC.* This resulted in both companies selling a small number of 
systems, sharing a niche market that might have sustained a single company, 
but not two. Similarly, Ferranti complained to the Board of Trade that an 
NRDC development grant had been split between Ferranti and EMI, to the 
benefit of neither company.” Nevertheless, supporting novel application 
areas was a rational way to help the industry to develop, because for a small- 
scale minicomputer manufacturer to increase its market share, it was neces- 
sary to address new applications rather than simply improve the system 
hardware. In fact, advances being made in electronics technology during the 
1960s had a relatively minor influence on the development of the industry. 
For example, when small-scale integrated circuits (ICs) came into use 
during the mid-1960s they had an impact on the size and performance of the 
systems, but the underlying hardware designs generally remained 
unchanged. 

For both the minicomputer and mainframe industries, a changing area of 
the technology that did have a profound effect was peripheral devices. 
When minicomputers were first introduced, their users would generally 
communicate with the computer using a teletype, which was a single unit 
consisting of a printer and a keyboard. These were cheap and widely 
available, having originated in tbe telegraphy field, and were already used 
by the mainframe industry. The major change came in the early 1970s, when 
teletypes were displaced by visual display units (VDUs), which consisted of 
a keyboard and a cathode ray tube screen. Introduction of VDUs changed 
patterns of use in the minicomputer market, as described later, but also 
changed the users' perceptions of the manufacturers. Most minicomputer 
manufacturers did not make peripherals, but re-badged ones from peripheral 
manufacturers, so it was common for different minicomputer manufacturers 
to use the same peripherals. Because the most noticeable feature of a 
computer system — to the inexperienced user — was the VDU, and because 
many manufacturers were using the same, or similar, VDUs, it was difficult 
for potential customers to differentiate between minicomputer systems. This 
meant that product differentiation became less important than brand 
recognition. Advertisements in the trade press played on the name of a 
company rather than the merits of its product. For example, CTL appealed 
to a perception of typical ‘English’ qualities: reliable and confidence 
inspiring. On the other hand, DEC produced advertisements highlighting 
the fact that its systems were the de facto standard, and the yardstick by 
which all others were measured.” 
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FIGURE 2 
MINICOMPUTERS SUPPLIED IN THE UK, 1965-74 
(per annum) 
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Notes: Figures show aonual sales. Data were not recorded for Elliott Automation or GEC 
because their products were (wrongly) considered to be process control systems by 
Computer Surveys at this time 


Source: Computer Surveys (July 1975). 


Figure 2 and Table 2 show how the British market grew between the 
mid-1960s and the mid-1970s. DEC’s increasing dominance in the industry 
came as little surprise to MinTech. Although the ministry had clearly made 
some tactical mistakes in its handling of policies, it proved well informed 
on the state of the market. MinTech projections for the industry were based 
on the same data sources that were available to the manufacturers, so their 
lack of perspective, highlighted by their negative response to the MinTech 
proposals for co-operation, was a matter for concern within the ministry.“ 
The manufacturers believed that they knew best, or at least better than 
MinTech. This tunnel vision was a major factor in the British industry’s 
concentration in niche markets and its demise during the early 1980s. 


V 
While the British manufacturers continued to operate within market sectors 


in which they had previous experience, towards the end of the 1960s there 
was an increasing awareness of the potential for using minicomputer 
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TABLE 2 
MINICOMPUTER SYSTEM PRICES, 1974 
(PRINCIPAL MANUFACTURERS) 
Company Product Cost for 
Basic Processor 

Arcturus Electronics A18-D £3,350 
Computer Technology Ltd Modular One £8,150 (8Kb) 
Data General Nova 820J £3,725 
Digico Micro 16V £1,700 
Digital Equipment PDP-8/E £2,370 

PDP-11/20 £5,300 
Ferranti Argus 700E £3,450 (8Kb) 

Argus 500E £8,700 
GRC Computers 2050 £3,530 (16Kb) 

4080 £21,000 (64Kb) 
Intertechnique Muki 8/M301 £2,200 
Philips Electrologica P855 £1,590 





Notes: The costs shown are for a basic processor with 4 Kilobytes (Kb) of Random Access 
Memory (RAM), unless otherwise mdicated. The data bave been extracted from a list of 


over 50 systems, including those from US and European suppliers, published annually in 
Computer Weekly. 


Source: Computer Weekly (24 Jan. 1974), p.11. 


systems in new sectors. The British manufacturers were preoccupied with a 
direct sales approach, persuading individual customers to try out a mini- 
computer system. For eXàmple, CTL developed a system for monitoring 
and controlling gas flow volumes for British Gas, while Ferranti developed 
a printing control system to replace linotyping for the Scottish Daily Record. 
Such systems were usually sold to customers in markets in which the 
minicomputer manufacturers already had other customers, to exploit the 
manufacturers’ existing capabilities. Meanwhile, new markets emerged 
spontaneously, so while most British manufacturers focused on scientific 
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and industrial markets, new customers in fields such as office data- 
processing had to approach the manufacturers. For example, in 1969 Digico 
was still predominantly selling laboratory data-logging systems, when it 
was persuaded by a Preston book wholesaler to develop a computerised 
stock control system.* 

In the early 1970s, when the British minicomputer manufacturers began 
to recognise and embrace the new markets, they found that many of these 
customers demanded high levels of service, as would have been provided by 
the mainframe industry. They required complete business solutions rather 
than merely hardware, but also demanded low operating costs and small 
initial capital outlay. A mainframe would be too expensive, and provide far 
more processing power than was required. Such requirements were, to some 
extent, incompatible with the minicomputer manufacturers’ aims of high- 
volume, low-profit per unit sales, because they incurred considerable 
software development costs. A new type of company addressed this market 
by developing general-purpose software packages to be used with hardware 
bought from third parties. These software-oriented companies, staffed by 
computer programmers and systems analysts rather than hardware 
engineers, became known as OEMs.* Each business system they delivered 
was one more unit sale for their preferred manufacturer, and often in a niche 
market. Unfortunately for the British industry, most of the OEMs developed 
software for US-built hardware, principally from DEC, and from Data 
General (DG). The most successful British OEM was Systime Ltd, formed 
in 1972 to deliver systems based on DEC PDP-11 hardware.“ For the OEMs 
this was simply the most effective choice: DEC and DG minicomputers 
were cheaper than their British-built equivalents, and excellent software 
development aids were available from both manufacturers by the early 
1970s. 

Around the same time, a major new market developed for 
minicomputers equipped with VDUs, as front-end processors (FEPs) in 
mainframe electronic data processing environments. FEPs were used to off- 
load some of the communications activities that a mainframe computer 
would otherwise have to maintain in order to support users' terminals. 
Several of the British minicomputer manufacturers developed FEP systems 
for use in conjunction with ICL 1900 series mainframes. Each company 
boped that by developing a FEP package it would be able to sell several 
hundred units to existing ICL users. However, because all of the British 
manufacturers concentrated on designing ICL compatible systems, they 
soon found that the market was not large enough. In fact, it could only 
comfortably support a single player, which proved to be CTL — ICL bought 
minicomputers from CTL for use as FEPs, re-badging them to be sold as 
ICL systezns. (This was a major market that sustained CTL until the early 
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Figure 3 The British firms tned to expend into business markets by developing software tools 
and standard application packages. This c.1971 cartoon appeared in a CTL trade brochure aimed 
at small/medium sized businesses 


1980s.) Converting FEP systems to work with different mainframes was the 
next task for the British companies. They hoped to exploit the market for 
IBM compatible front-end processors, but by the time they had developed 
their systems that market was already dominated by the US minicomputer 
manufacturers. It proved to be impossible for the British manufacturers to 
catch up, and these products had to be abandoned. 

Within mainstream minicomputer markets the story was similar. 
Because a manufacturer’s resources for software support tended to improve 
in direct proportion to the size of its installed user base, major players were 
the only ones able to continually expand the scope of their operations. 
British manufacturers did not have the resources to develop and maintain 
software for more than a few of the necessary application areas. The 
problem was exacerbated by the growth of mutual-support organisations 
such as DECUS, the DEC Users Group, which was a forum for the free 
exchange of software and advice. Not only could DEC provide software for 
most application areas, but in more esoteric fields DECUS could help new 
users to find or develop software. 

The British manufacturers were inevitably concentrated in the niche 
markets on the one hand, and inexorably driven out of the major markets on 
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the other. Arcturus went bankrupt in 1971, and shortly afterwards, in 1974, 
BCL went into receivership in the face of escalating software development 
costs. The company was rescued by an eleventh-hour bid, and re-named 
Business Computers (Systems) Ltd.“ The new management transferred al] 
outstanding software contracts to an OEM company, and restricted the new 
company to providing hardware without applications software, at least until 
the company was back on its feet. 

Besides the changing market environment, the 1970s saw considerable 
changes in the political environment facing the minicomputer manu- 
facturers. When Edward Heath’s Conservative government had come into 
office in 1970, one of its first acts was to merge MinTech into the 
Department of Trade and Industry.” Conservative anti-interventionist 
policies, combined with the lack of a visible hand in the high-technology 
industries, left the British manufacturers experiencing a policy vacuum.* 
MinTech’s aim to prevent DEC taking the lead in the minicomputer market 
had failed. Meanwhile other European countries had established their own 
champions: Intertechnique (France), Siemens (Germany) and Philips 
(Netherlands).* Government attention was drawn back to the mainframe 
industry, or rather ICL, which was in financial trouble, while similar 
problems were faced by Rolls Royce. This was a politically damaging 
situation, and the decision was reluctantly made to support both ‘lame 
ducks’. Set against this background, it is easy to assume that the government 
swept the minicomputer industry under the rug. In fact, most parlia- 
mentarians believed that the minicomputer industry was part and parcel of 
the mainframe computer industry. It was often said that govern-ment 
computer policy began and ended with ICL. When the reports of the Select 
Committees in Science and Technology, 1969—70 and 1974, were 
published, they failed to differentiate the minicomputer industry, even 
though memoranda had been presented by minicomputer manufacturers. 
BCL tried to bring this issue to the attention of the government in 1972, 
when the company held a demonstration of their computers in a restaurant 
near the Palace of Westminster. It was attended by around 50 MPs, many of 
whom admitted that they had not realised that there were ‘other’ (than ICL) 
British computer manufacturers.” 

By 1974, when the Wilson government came back into office, the British 
minicomputer industry was in decline. Subsequently, Wilson was replaced 
by Callaghan, who was uninterested in the computer industry. As far as the 
British computer manufacturers were concerned, the policy vacuum 
effectively continued. The lack of significant government involvement in 
the computer industry continued until 1978, when a Horizon programme, 
‘Now the Chips are Down’, sparked interest in the formation of a British 
microprocessor manufacturer.’ Any remaining concerns with the declining 
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minicomputer industry became completely eclipsed by the ensuing debate 
which led to the creation of Inmos.? 


VI 


The relative failure of the British minicomputer industry can be best 
explained by comparing the operating environments in Britain and the US. 
There were two significant differences: the size of the potential market in 
the US was many times larger than in Britain; and the British manufacturers 
had a tendency toward niche specialisation that was absent in the larger US 
companies. Market size combined with a high level of government 
sponsorship is generally cited as the reason for the US dominance of the 
world mainframe market." However, government support can be discounted 
as a major factor in the minicomputer industry, in which the market was 
larger, development times were shorter, and unit costs were lower. For 
example, DEC took the lead in the industry without receiving any direct US 
government development grants." 

The disparity between the British and US market sizes was clearly a very 
important factor which allowed the US manufacturers to consolidate their 
head start. There was also a technology lag between Britain and the United 
States, believed to be about three years in the late 1960s, with most other 
European countries a further year behind Britain.” With a larger market the 
US companies were able to achieve economies of scale that were simply not 
possible in Europe, and their advantages continued to grow as the result of 
a 'learning effect', by which companies with significant market share in 
high-technology industries are able to benefit from a combination of 
economies of scale and scope. The prominence of user groups and their 
product evangelism was a further factor, amounting to valuable free 
advertising. By the late 1960s this combination of factors was enough to 
discourage most new entrants to the industry. 

Like many high-technology industries with a few dominant companies, 
a crucial issue to the computer industry is ‘lock-in’. This is a positive 
feedback mechanism which arises because existing users of a particular 
system are economically disadvantaged to change to a competitor’s 
system.“ Through this mechanism, any company which gains some small 
competitive advantage early in the development of a market can rapidly 
become the market leader. Furthermore, the dominant company will set the 
industry's standards, forcing the smaller companies into niche markets. This 
pattern was clearly evident as DEC overtook its competitors. 

British manufacturers certainly had a tendency towards niche specialisa- 
tion. They had very strong perceptions of the market when they began 
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selling minicomputers in the 1960s. The start-ups, CTL, Digico and 
Arcturus, saw them as tools for use in laboratories, and to a lesser extent as 
process controllers. The diversified electronics corporations, Ferranti, GEC 
and Plessey, on the whole saw minicomputers as controllers for factory 
automation. BCL, the office equipment company, saw them as business data 
processing machines. In other words, each of the companies saw the use of 
minicomputers in a frame of reference which was coloured by its own 
organisational perspective. Consequently, when they first began to market 
their systems they targeted companies with similar organisational cultures 
to themselves, although not necessarily in the same field. For example, CTL 
sold to university laboratories, Ferranti sold to companies such as ICI, while 
BCL sold to small businesses. These were simply the easiest markets to 
approach at first. The subsequent concentration in niche markets could be 
attributed in part to tension between the companies’ technological mission 
and its investors, who tended to be economically cautious. This led to a lack 
of investment at a crucial time during the first few years of the industry, 
when the British companies should have been trying to broaden their 
markets, They never achieved sufficiently large volumes of sales to engage 
in price competition with the rival American companies, so were forced in 
the late 1970s to compete by providing greater levels of service. 

With the exception of the shared development grants, it is difficult to 
criticise government involvement with the minicomputer industry. 
Although the Wilson and Heath governments had completely different 
ideologies in terms of intervention, their goals for the computer industry had 
much in common. In both cases the main concern was to modemise British 
industry and, secondly, to help British computer companies to defend 
against US competition. Each of these aims was evaluated in a wider 
economic context which called for a satisfactory balance of payments in 
high-technology industries. Improving industrial efficiency through 
adoption of automation techniques took precedence over protecting the 
emerging minicomputer manufacturers. This meant that efforts to restrict 
foreign competition, such as the imposition of import tariffs, were out of the 
question even if British governments had not been afraid that the US 
government would retaliate by restricting technology transfer. 

While a national champion policy was never promoted within the 
minicomputer industry as it had been in the mainframe industry, MinTech 
did attempt to promote product champions — companies that would, 
between them, cover the entire field of minicomputers without competing 
` directly with one another. However, the government overtures were ignored 
by the British companies because they believed that the government was ill- 
informed, and that their directors were better placed than civil servants to 
make commercial judgements. This belief was clearly unfounded because 
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Figure 4 By the mid-1970s the minicomputer had displaced the mainframe in many commercial 
application areas, but the British firms were slow to address the new market. This artist's impres- 
sion, from a 1977 Digico trade brochure, shows a typical ‘Electronic Office’ based around a mmi- 
computer system 
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even if it is granted that the average parliamentarian did not recognise the 
distinction between the minicomputer and mainframe industries, it was not 
the average parliamentarian that tended to have contact with the 
industrialists. Rather, it was the well-informed civil servants within 
MinTech and the NRDC.? The proposals made to the manufacturers were 
strategically justifiable, but the leverage applied by MinTech was minimal. 
Nevertheless, it could be argued that MinTech’s policy failure occurred 
principally because the proposals were advanced too late, and that it might 
have been considerably more successful if they had been revealed earlier. It 
is interesting to note that the role of MinTech, originally intended to be the 
government’s arm in high-technology industry, was often reversed so that 
rather than operating as a tool for industrial intervention it was a conduit of 
information to keep the ministers up to date with technology.* 

One might ask why customers bought British minicomputers at all. 
Within the public sector, procurement policies favoured British mainframe 
manufacturers throughout most of the period, but they were less prescriptive 
regarding minicomputers.” In the private sector, the main attraction was that 
British companies could offer support services far more easily than the US 
companies, even those that had set up subsidiaries within Britain. Private 
companies tended to buy British equipment and pay extra for extended 
service contracts, even though the systems themselves were often more 
expensive than the American ones. Was this an optimal strategy for the 
users, or would they have been better served by buying the less expensive 
US-built equipment? Unfortunately in most cases it would have been less 
expensive for British companies to have bought the systems that were 
becoming recognised standards, and to have risked problems with service, 
than to stick with systems that would eventually become unsupported, and 
later be forced to change to an alternative system. 

In conclusion, while many political and industrial pundits would assert 
that the British minicomputer industry was a failure, this claim is based on 
a somewhat simplistic criterion of success: that Britain should have a 
national champion which is also a significant global player. This was 
certainly never the case for any of the British minicomputer manufacturers. 
However, if we consider the broader aims of governments during the 1960s 
and early 1970s, we see that there were two principal objectives of 
technology policy: to promote the use of new technologies in industry in 
order to improve Britain’s industrial competitiveness, and to reduce the 
balance of payments in high-technology products by supporting indigenous 
manufacturers. To achieve the first goal, it was simply necessary for British 
industry to be investing in minicomputers, regardless of their country of 
origin. Clearly this was the case — while fewer British-built than US-built 
minicomputers were sold in Britain, British industry did invest in a large 


THE BRITISH MINICOMPUTER INDUSTRY 101 


number of systems (see Figure 1). Furthermore, the second goal — to reduce 
the balance of payments in high-technology products — was never relevant 
to the British minicomputer industry because it relied on electronic 
components imported from the US. In fact, for each British minicomputer 
system sold, the largest value-added part was in service and support, rather 
than in manufacturing. Accordingly, the service emphasis of the British 
manufacturers was particularly apt. It was only possible to reduce support 
costs by achieving high volume sales, so while their US counterparts 
concentrated on volume sales with minimum after-sales service, the British 
firms were rational to adopt a strategy of providing complete business 
solutions by offering individually customised software packages. Seen from 
this perspective, it is apparent that the British firms never intended to 
compete on the same terms as DEC, Data General, and the other major US 
players. Rather, they were quite content to develop locked-in niche markets 
which would provide a regular income sufficient for modest growth in the 
long term. 
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industry. Bray, interview, Laver, personal correspondence. 
See J. Hills, information Technology and Industrial Policy (London, 1984), pp.156-8. 


Book Reviews 


RICHARD ROBERTS and DAVID KYNASTON (eds.), The Bank of England: 
Money, Power, and Influence, 1694-1994 (Oxford: Clarendon Press, 1995. Pp.xii + 
315. ISBN 0 19 288952 9, £21.95). 


The Bank of England celebrated its tercentenary in the summer of 1994, with a variety 
of functions and publications, of which this is one. The initiative for this volume came 
from outside, but was supported by the Bank, where a conference was held. The papers 
presented there make up the bulk of the book. 

The very praiseworthy ambition of the editors and organisers seems to have been 
to provide as much coverage as possible of the Bank’s history in both its domestic and 
international setting from its founding to the present day — and to do this thematically. 
To a large extent this has been achieved with a long sweep of history taking place 
within each essay. The opening chapter by H.V. Bowen restricts itself to the long 
eighteenth century, picking up the story at the date of founding and taking it up to the 
eve of the restoration of convertibility in 1820. David Kynaston's theme is the 
relationship between the Bank and government, the topic that has become the focus of 
discussion on central banking in recent years. This lucidly written chapter deals only 
briefly with the early years and perhaps quite reasonably is heavily biased to the period 
after the Second World War. Sir Alec Cairncross considers the relationship between 
the Bank and the real economy, beginning the account in the 1820s but skipping across 
the nineteenth century quite quickly and again focusing in the main with the period 
after 1945. Philip Cottrell’s long and interesting chapter is on the Bank in its 
international setting, and on the period when international activity was at its beight, the 
years 1918-72. There follows a short piece.by Robert Pringle which brings a specific 
part of this international story, central bank co-operation, up to date, covering the 
period dominated by floating exchange-rates, 1970-94. Another large and central 
topic, the Bank's relationship with other financial institutions, is covered in 
accomplished fashion by Richard Roberts. This is done by means of a series of sub- 
themes on different aspects of the City. Elizabeth Hennesscy's chapter follows the 
style of her book on the Bank, with the emphasis on the internal workings of the Bank, 
1n this case particularly on the management. There is a short concluding piece, by the 
then insider Rupert Pennant-Rea, reflecting on the present and the future. In addition, 
there are appendices provided by the Bank. The first is a useful 19-page chronology of 
events which is itself a succinct guide to the main features of the Bank's history; and 
the second, equally useful, is a 50-page list of governors, directors, and other senior 
officials, with their dates of office. 

The book is beautifully produced and appeared quite quickly after the event. No 
one reviewer will ever be wholly satisfied with such a product. My own preference 
would have been for a much longer introduction by the editors which would have 
guided the reader on special features of the chapters. One could quibble about some 
aspects of the coverage, even some of the approaches taken, and indeed over some of 
the literature used/not used. (There is no clear connection between the footnotes and 
the bibliography.) Nevertheless, in one good-sized volume there is here an excellent 
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coverage of the origins, growth, and development of the Bank which draws on 
archives not previously exploited. It is a fitting commemorative volume for the Bank’s 
300th anniversary. 


City University FORREST CAPIE 


JAMES STEVEN ROGERS, The Early History of the Law of Bills and Notes: A Study 
ae Origins trino Commercial Law (Cambridge: Cambridge Studies 

story, Cambridge University Press, 1995. Pp.xxv + 267. ISBN 0 
i 44212 5, E VUSSSU, 95). 


This is a thoroughly absorbing and consistently illuminating book. The author, an 
American professor of commercial law seeking to understand its Anglo-American 
origins, found himself embarking on a voyage of discovery and re-interpretation 
which, m the original thesis he is presenting bere, not only carries conviction but 
manages to convey a sense of excitement not normally associated with negotiable 
instruments. 

The thesis is, quite simply, that we have been wrong to believe that tbe legal 
principles governing bills of exchange and other negotiable paper evolved under the 
auspices of ‘the law merchant’ in isolation from the common law, whose late- 

judicial guardians incorporated these principles only tardily done 
with reluctance. On the contrary, Rogers argues, the medieval common law courts had 
long since comfortably assimilated and endorsed the law merchant. The legal obliga- 
tions arising from loans and transfers, which underlay any mercantile exchange 
transaction, were treated like any other loan transaction and were handled with 
complete impartiality by the courts of common law. The distinctive mercantile 
instrument, the bill of exchange, had no independent legal significance and it would 
be anachronistic, before the eighteenth century, to speak of a law of bills of exchange. 

Nevertheless, in a painstaking historical survey of practice and theory, Rogers 
recognises the evolutionary pressures created by England's seventeenth-century 
involvement in a multilateral exchange network. This transformed not only tbe volume 
of mercantile exchange but also its intrinsic character. For, while bills were natural 
elements in à payments system, reflecting genuine transfers of value generated by 
commerce in commodities, they came increasingly to be commodities in their own 
right — generated to enlarge credit, service arbitrage, or breed marginal commissions 
on their discounts. This inevitably produced a shift in legal focus, from the underlying 
exchange contract to the bill of exchange itself. As a transferable credit instrument, 
assignable by endorsement or simply made payable to bearer, tbe bill and the to bearer, 
the bill and the goldsmiths’ note raised pressing questions about the status of the paper 
and the obligations of the respective parties to it and in the slow process of resolving 
these issues an eighteenth-century law of bills and notes can be said to have come into 
being. Consistent with its medieval practice, the English common law assimilated the 
custom of merchants and acknowledged its international roots in Jus gentium but in no 
sense did it incorporate, wholesale or deferentially, an alien system of jurisprudence. 

In tracing this process with a meticulous analysis of case histories Rogers does 
considerably more than elucidate legal technicalities. He incorporates a sensible, if not 
intimate, of the economic realities surrounding commercial law. As a 
result, this book could to be read with profit by any historian of early modern 
commercial history. The cases cited are sometimes as intriguing as they are 
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iftuminating, and a number of celebrated rulings — such as Milton’: Case of 1668 or 
Chief Justice Holt's decisions in 1702 and 1703 — are given a novel reassessment. 
Thus, while taking his lead from J.H. Baker’s essay on the law merchant before 1700, 
Professor Rogers has superseded a long traditional line of interpretation and helpfully 
amended J. Milnes Holden on the history of negotiable instruments. 


King's College, London HENRY ROSEVEARE 


MARGUERITE W. DUPREE, Family Structure in the Staffordshire Potteries, 
1840-1880 (Oxford: Clarendon Press, 1995. Pp.xx + 405; maps. ISBN 0 19 8200400 
0, £48). 


This study makes a substantial and significant contribution to the understanding of the 
nature and form of family relationships within industrial communities of the mid- 
nineteenth century. It is based on a detailed investigation of the Potteries, 
encompassing not only the economic structure of the region but also the broader 
context of the social, cultural and communal patterns which belped to shape people's 
lives. Marguerite Dupree takes as her starting point Michael Anderson's seminal work 
on Preston (Family Structure in Nineteenth Century Lancashire) and provides a 
comprehensive reassessment of his theoretical perspective in the light of more recent 
studies. Rather than considering simply the interplay between work and family as the 
determining context of community structure it examines the milieu of locality and the 
way in which cultural and social institutions influenced the responses of families to 
changing conditions. 

The nature of this process is examined at a variety of different levels. The detailed 
assessment of census enumerators’ books for 1861 (and subsequent censuses) provides 
a compreheasive overview of the structure of employment within the region and the 
association between patterns of work and family relationships. The local economy, 
based on pottery, coal and iron, provided different opportunities for employment for 
men, women and children. The pattern of family structure that emerges is one 
dominated by the nuclear family (as in Preston) but with no clear cleavage along 
occupational lines. The wives and children of miners, for example, were more likely 
to work in the potworks than those of potters. As a consequence, the area had neither 
the strong patriarchal community structure of other mining districts nor the dominance 
of factory life found in the textile towns. 

The detailed operation of family and social relationships within individual 
communities are examined within the context of Wedgwood's village of Etruria. 
Although as a factory village the community experienced the presence of a dominant 
employer’ it is argued that in terms of size, organisation and proximity of housing it 
was representative of many medium to large firms in tbe district. The study of Etruria 
allows for the closer examination of the relationship between workplace and 
community. Taking Patrick Joyce's thesis that the regime of the factory and the 
paternalism of individual employers shaped the social and cultural life of textile 
commumities in Lancashire and Yorkshire in the later nineteenth century (Work, 
Society and Politics: The Culture of the Factory in Late Victorian England), 
Marguerite Dupree looks at the extent of similar structures within Etruria and 
concludes that in the Potteries the structure of employment and the patterns of 
authority at work did not penetrate so deeply into family and social relationships. This 
analysis is borne out by the individual account of one of Wedgewood's employees 
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(John Finney) whose autobiography provides a rich source of contextual information 
on the life experiences of a potter and on the nature of the association between the 
individual and the community. 

The book also considers other influences on the stability of family and community 
life, including the impact of protective Icgislation on employment opportunities, the 
role of women in maintaining family relationships and the broader infrastructure of 
assistance available with the ‘mixed economy of welfare’ in the of families in the past 
and the strategies adopted to cope with the disruptive influence of industrialisation and 
urbanisation. Of particular value is the emphasis given to ‘locality’ and the recognition 
that the processes of sociodemographic change were played out in very different 
contexts in mid-nineteenth century Britain. 


Liverpool John Moores University STEPHEN JACKSON 


DIANE K. DRUMMOND, Crewe: Railway Town, Company and People, 1840-1914 
(Aldershot: Scholar Press, 1995. Pp.8 + 214. ISBN 185928 020 X, £49.50). 


The origins of modern Crewe can be precisely dated — a cold, wet day in March 1843. 
The causation was highly fortuitous, as both tbe unfriendliness of Nantwich towards 
railway projects and the financial problems of another company were needed to induce 
the Grand Junction Railway to establish a colony where previously only two villages 
bad existed. Drummond has written a history of the company town between 1843 and 
1914, by which time the population was almost 50,000. 

The first two parts of the book deal with the growth of the town and its labour 
force. The railway works catered, sometimes over-ambitiously, for the captive market 
of the LNWR system (from 1846), and required a large and suitably dependent pool 
of labour. This part of the story covers some pioneering in the use of the Bessemer and 
Siemens-Martin steel-making processes. Managerial strategies for the recruitment and 
organisation of labour are judged to have been successful, though there 1s interesting 
evidence of continuing high turnover until late in the century. The author shows an 
impressive grasp of technical detail in examining the changing basis of the many forms 
of skilled work carried out in the LNWR works. The highest levels of work autonomy 
within the labour process were apparently enjoyed by the fitter-erectors, whosc tasks 
were not amenable to the imposition of piece-work payment or of other forms of 
management intervention. The boilermakers exhibited a combination of militant trade 
unionism, especially in resisung plece-work, and markedly deferential political and 
religious attitudes. These extended to buying of the official robes of works foremen 
who became municipal aldermen in 1889. 

The third part of the book is concerned with the politics and culture of Crewe. One 
major theme is religion. The LNWR not only funded and actively supported 
Anglicanism but discriminated against Nonconformists, wbo, nevertheless, formed a 
majority in the town by 1851. It 1s made clear that Nonconformity could in some 
circumstances bolster and legitimise trade unionism and resistance to company 
authority. But religion and its many accompanying divisions was a damaging force in 
many ways — in retarding educational progress and by inhibiting the development of a 
common working-class consciousness which, as Drummond notes, did not appear 
because Crewe's workers were too wrought with the internal contradictions of 
sectionalism and denommationalism, as well as being heavily influenced by belief in 
routuality of interest with the railway company. 


BOOK REVIEWS 109 


Part 3 also raises the issue of paternalism. Drummond has little difficulty in 
denting Joyce’s concept of paternalism as an entire social reality and of deference as 
total. Various sources of opposition to company domination are identified, including 
older radical and religious traditions, craft independence in parts of the works, and 
informal local groups who organised satirical pub crawls, with mock toasting and 
lampooning of company officials and municipal dignitaries. The plausible conclusion 
15 reached that the success of company paternalism was limited to a specific period 
when workplace relations were highly personalised, the franchise restricted, and the 
local economy highly dependent on a particular firm. The first two of these conditions 
had apparently ceased to exist in Crewe by the time of the ‘Intimidation Affairs’ of 
1885 and 1889, which led to the breakdown of company control. For some decades 
previously, however, the political rule of the LNWR had been informal and generally 
effective, 

This study bas some limitations. On the simplest practical level, there is no map of 
the town. This indefensible omission makes the going unnecessarily difficult for the 
non-local reader. More understandably, there is relatively little reference to national 
events and issues, and not much about aspects of the railway system other than the 
works. The arrangement of the material is not entirely satisfactory, as sever opisodes 
(Such as the Intimidation Affairs) are referred to more than once before they are 
adequately explained. There is no doubt, however, that Drummond has produced a rich 
and well-focused piece of research, which will surely dominate this specialised field 
for at least as long as its predecessor — Chaloner's monograph of 1950 — and even more 
securely than the LNWR controlled mid-nineteenth-century Crewe. 


University of Kent at Canterbury G.W. CROMPTON 


BRIAN BAILEY, George Hudson: The Rise and Fall of the Railway King (Stroud: 
Allan Sutton, 1995. Pp.ix + 186. ISBN 0 7509 0493 3, £16.99). 


Of all the figures thrown up by Britain's ‘railway age’ there can be none more 
fascinating than the York draper and furnisher, George Hudson. From humble 
beginnings as the uneducated son of a yeoman farmer he had inherited a fortune by his 
early thirties, using it as a springboard to launch himself into a speculation. His 
extraordinary success came to be reflected in his designation as the ‘Railway King’ — 
at least until his fall from grace in 1849 when, as a result of the fraudulent sale of 
shares, he was castigated publicly as an ill-bred bounder. Yet at the time of his death 
in 1871 The Times commented that Hudson was ‘a man who united largeness of view 
with wonderful speculative courage the kind of man who leads the world’. Brian 
Bailey has wntten an entertaining biography of Hudson, charting his rise and fall, and 
paying full attention to his declining years after 1850. Although the book is devoid of 
scholarly apparatus in the conventional academic sense, it is entertainingly written, 
mainly as a result of the author's eye for the telling anecdote. As Bailey concedes, 
however, the final verdict on Hudson has yet to come. For business historians 
interested in the origins of ‘big business’ in the railway sector there remains the need 
Tae a aray otio raltvvay Hing, ofthercdlibre of Testy Gomrvaah scary work oa Mur 
uish. 


Lancaster University MAURICE KIRBY 
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HELEN MERCER, Constructing a Competitive Order: The Hidden History of British 
Anti-Trust Policies (Cambridge: Cambridge University Press, 1995. Pp.xi + 274. ISBN 
0 521 41292 7, £35). 


‘People of the same trade seldom meet together, even for merriment or diversion, but 
the conversations ends in a conspiracy against the Public or in some contrivance to 
raise prices.” Adam Smith’s well-known words are applied by Helen Mercer to 
twentieth-century British businessmen’s efforts to shape the competitive order through 
cartels and resale price maintenance, and she argues that legislation in 1948, 1956 and 
1964 to deal with monopoly practices ultimately promoted the growth of large firms 
rather than the development of atomistic competition. The focus of the book 1s on the 
formulation of government policy, which is shown as reacting in the main to three 
contending forces: businessmen, whose interests varied with their business strategies; 
the United States government, anxious to sweep away barriers to US exports; and 
various pressure groups, of which Dr Mercer considers the Labour movement to be the 
most important. In her own words: ‘the organisations of labour have historically 
provided a major dynamic in the evolution of policy precisely because their critique of 
private monopoly threatened the legitimacy of private property generally’. However, 
as she concedes, the sections of the Labour movement were divided on what needed 
to be done to restrain private monopoly. The co-operative movement favoured the 
abolition of retailing cartels, whereas trade unions were suspicious of measures to 
increase competitive pressures which might impinge on wages and conditions of work. 
Smith’s comments on combinations of men of the same trade can, of course, apply to 
workers as well as to businessmen. 

However, even readers who do not share Dr Mercer's political perspective will 
find that she presents the history of British anti-trust policies in a scholarly way, 
drawing upon an impressive range of government, business and party political sources. 
Her subject is an important one: cartels and price fixing increased from the 1890s and 
by 1958 54 per cent of sales by British manufacturing industry were covered by 
restrictive agreements of one kind or another. The inter-war depression encouraged 
international cartels, and by 1938 between 28 and 34 per cent of the value of British 
exports were affected by international agreements. It was this category of cartel that 
the United States, looking for outlets for its productive capacity, was particularly 
anxious to sweep away in the 1940s. 

Dr Mercer is inclines to see the state as the mediator between competing interests, 
rather than an organisation having its own interests. However, she does note that the 
governments had to rely upon business organisations to help to control the economy 
in wartime, and she might have pursued the possibility that the Board of Trade and 
later the Ministry of Supply had an interest m encouraging such organisations in peace 
for later use in war. Likewise the state had its own interests in curbing monopolies as 
part of employment policy from 1944 (‘Keynesian’ policies required that increased 
demand should raise output rather than prices of wages) and as part of Britain’s efforts 
to remain competitive in the international economy. However, Dr Mercer is 
convincing in showing how the most powerful sectors of business were able to shape 
the system of regulation of monopolies to their own advantage. 

The Monopolies and Restrictive Practices Commission, created by the 1948 Act 
of the same name, had limited impact owing largely to difficulties in obtaining 
information from the firms that the Commission wished to study. However, the 
Commission's reports had an educative effect on public opinion, and led governments 
to take measure to assuage public fears. In 1956 the President of the Board of Trade 
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pusbed through the Restrictive Trade Practices Act of 1956, despite the justified fears 
of small businessmen that measure to make markets more competitive would favour 
large firms. Thomeycroft represented a strand of liberal economic thought that was 
still a minority view within tbe Conservative party, but be was able to argue that free 
enterprise and market forces must be seen to be politically attractive alternatives to 
Labour’s nationalisation and state controls. 


University of Stirling G.C. PEDEN 


DENNIS W. HOCKIN, Whessoe: Two Centuries of Engineering Distinction 
: The Pentland Press, 1994. Pp.xiv + 225; illus.; maps. ISBN 1 85821 223 
5, £16.50). 


This is an interesting but frustrating survey of a Darlington company which has 
occupied a prominent position in a variety of engineering trades for 200 years. The 
frustration is a response to a gross imbalance in the cover of its long history; the 
interest lies in the direct and diverse experience of the writer during the last 50 years. 
Whessoe began as an ironmonger, soon became a foundry, widened its product line to 
take in the railway boom of the nineteenth century, moved into casting work, structural 
engineering and before 1900 was largely engaged in gas holder and oil storage tank 
construction. Between the wars, it developed in process plant, especially gas and 
chemical engineering. From the inte nineteenth century the range of its operations 
widened from local and regional to national and world markets. All this is summarised 
in under 20 pages; the remaining 200 cover the half-century to 1992 in which Dennis 
Hockin was at Whessoe. He sums up his perspective as ‘almost an autobiographical 
account’, There are worthwhile accounts of Whessoe's wartime high activity, rapid 
post-war changes and later adjustments to the pressures affecting so much long- 
established British manufacturing. He describes working conditions and attitudes to 
labour in the 1940s when he was first an apprentice and then a shop-floor worker. He 
moved on to join the ‘staff’ and later went into middle and top management. From this 
phase be summarises interesting experiences such as negotiations for a joint venture in 
Mexico in the 1980s and managing the growth, collapse and closure of his group's 
offshore work on Teesside in the 1970s and 1980s. His account ends with the 
reconstruction of the firm from 1989, its withdrawal from manufacturing, and the 
choice of a new line of advance as a multinational design and construction operation 
with subsidiaries in the USA, Australia, Italy and Norway. By the early 1990s 60 per 
cent of Whessoe's market was overseas. To expect Dennis Hockin to put all this into 
an industry-wide context or to back up his story with careful referencing would be to 
ask for something he did not set out to provide. Even so his attractively produced 
account of the vicissitudes of an -important British engineering enterprise can be 
recommended as a valuable insight. 


Jesus College, Oxford KENNETH WARREN 
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ASA BRIGGS, The History of Broadcasting in the United Kingdom: Volume V, 
tition 1955-1974 (Oxford: Oxford University Press, 1995. Pp.xxvi + 1133; 
illus. ISBN 019215964X, £45). 


In this splendid book Lord Briggs recounts a ‘long and difficult’ discussion of a 
controversial play by the BBC Board of Governors, the difficulty compounded by the 
fact that only one of them had actually seen the programme! A concem about the 
process of production was losing sight of the end product. That the author. falls 
into this trap is one of the gteat strengths of this study. Briggs as a 

academic administrator naturally bas a feel policies, committees, the. of 
power and personalities. Yet be has no less a genuine affection and enthusiasm for 
much of its output — Hancock, Dad's Army, Dr Who as much as the serious world of 
Monitor and Panorama. It is remarkable that while creating the University of Sussex 
in these years he should have been able to watch as much TV as his knowledgeability 
suggests. 

The fifth volume of Lord Briggs’ epic history of British Broadcasting covers the 
period 1955—74, from the creation of Independent Television to the Annan Committee. 
It starts with the Television Act of 1954 which established the ITA, bringing 
commercial television financed by advertising. It quickly challenged tbe BBC, gaining 
nearly ten million homes by 1960. Traditional radio and cinema audiences fell sharply 
in 1955—60 under the impact of television. The Pilkington Committee of 1960-62 
vindicated the BBC as a public service while giving it a second channel. 

Briggs is especially interesting on the era of Hugh Carleton Greene as Director 
General (1960-69), contrasting him illuminatingly with his predecessors, Lord Reith and 
Sir Ian Jacob. When Reith suggested to Greene that ‘dignity’ was a pre-eminent con- 
sideration Greene bluntly replied ‘No’. Greene marked a new liberalism, encouraging 
the iconoclasm of political satire (TW3) and ‘Kitchen sink’ drama, prompting Mary 
Whitehouse's campaign from 1964. He dropped Children’s Hour and the Nine O’ Clock 
News but developed BBC2 (The Great War, the Forsyte Saga), Radios 1, 2,3 and 4, and 
saw new life put into the Proms by William Glock and the planning of the Open 
University. The Greene revolution was a crucial part of the lively, some say permissive, 
culture of the 1960s. It was contemporary with and appreciated by the new liberated 
students of an expanding higher education. 

Technical change and its implications are well brought out. The hand-held 
transistor radio (1956) increased the urgency of the BBC to react to pirate pop stations 
in the 1960s. The Ampex video recorder (1958) released producers, and performers 
like the increasingly terrified Hancock, from the need for live performance. Colour 
television (1967) with four million sets by 1974 was valued by David Attenborough 
for wildlife programmes and made possible the vivid, post-Forsyte, costume drama 
from the Six Wives of Henry VIII to the Pallisers that were an especial joy of television 
watching in those days, not least for the historian. 

Briggs is sensitive to the interplay of broadcasting and politics. Both BBC and ITA 
asserted their independence over the Suez crisis. Macmillan appreciated that TV could 
make his ratings soar in 1958 and gave him the edge over the dull, worthy Gaitskell. 
The 1959 election with the ‘swingometer’, concern about ‘image’ and careful study of 
electoral behaviour clinched the mutuality of interests. 

The book is illustrated with well-chosen pictures starting with a formal portrait of 
Sir Ian Jacob, proceeding via a splendidly grimacing Reith greeting his béte noire 
Greene, to a young Sue Lawley delectably perched on a table during an election 
broadcast. At 1,133 pages the book may initially daunt the reader. Have no fear. It 1s 
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not only an impressive scholarly achievement but a rich, absorbingly readable story 
told by a master social historian with driving enthusiasm. 


University of East Anglia MICHAEL SANDERSON 


ANDREW DOUGLAS, British Charitable Gambling, 1956-1994: Towards a 
National Lottery (London: Athlone Press, 1995. Pp.xix + 603; tables, illustrations. 
ISBN 0 485 114720, £65). 


Andrew Douglas has made a timely contribution to the rapidly growing library on the 
study of gambling. His book traces the history of charitable gambling from the Small 
Lotteries and Gaming Act of 1956 to the initiation of the block-busting national lottery 
in 1994. Most of the book is concerned with a small-scale football pools and fund- 
reusing lotteries which were permitted in English law before 1994. 

Douglas begins by looking at the apparent contradiction between gambling and 
charitable giving. He also examines the psychological and sociological dimension to 
these two apparently inconsistent aspects of behaviour. This uneasy alliance of God 
and Mammon is well demonstrated in the operation of commercial businesses which 
were set up specifically to run lotteries or pools competitions for charitable ends. 
Among them were subsidiaries of commercial concerns with long-established interests 
in gambling, such as Ladbroke Lottery Management Lid, Littlewoods Nahonwide 
Lotteries Ltd, and CMS of which Vernons Pools was a participant. He makes a special 
detailed case study of Pembroke (C&P) Ltd, a football pool organisation which raised 
funds for medical research. This business ran from 1962 to 1985; Douglas estimates 
that towards the latter date some 15 million people took part in some gambling with 
charitable objectives. 

His basic argument is that until very recently governments were essentially 
antipatbetic to the idea of private gain from fund-raising gambling, however modest. 
They were thus unduly restrictive on the activities of companies or individuals 
involved, If this is correct it shows how great has been the change in political attitudes 
and practice brought about by the introduction of the national lottery in 1994. It has 
been sponsored and promoted by the government and operated by a profit-making 
public Hmited company. The greater part of this book was prepared and completed 
before the national lottery got under way but in examining its implications Douglas has 
been able to make use of the considerable evidence on the conduct of similar lotteries 
in most of the United States and, to a lesser extent, other parts of the European Union. 

Like many monographs, this one began as a PhD thesis. It has been extended to 
accommodate some material on the national lottery. The result is a long and minutely 
documented book. I think that his arguments would have been as forceful, and 
certainly more readable, if he had taken the opportunity to have reduced the volume of 
words. Douglas's research has certainly been extensive and thorough. Not only has he 
used written sources but a variety of interviews, face to face, by letter or by telephone. 
(I commend his enterprise. It is an achievement even to get a reply from some of the 
companies he approached.) 

The result is almost overpowering, certainly heavy going and occasionally 
repetitive. I think that some readers might lose sight of the wood for all the detail of 
the trees. Many of the 68 tables are cluttered and poorly labelled and therefore lose 
impact. Such infelicities detract from the clarity of the book even though they 
demonstrate the scrupulousness of his researches. This is an unfortunate shortcoming. 
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Gambling has long been a major business in this country. Douglas has taken a detailed 
look at one aspect of that business and its uneasy relation with charitable giving. It is 
a contradiction that the advent of the national lottery has thrown into public debate and 
one that demands clear illumination. 


University of East Anglia ROGER MUNTING 


RICHARD BIERNACKI, The Fabrication of Labour: Germany and Britain, 
1640-1914 (Berkeley, CA: University of California Press, 1995. Pp.xii + 569; figs., 
tables. ISBN 0 520 08491 8, $48). 


This innovative, erudite and prospectively influential work of comparative labour 
history argues that two different conceptions of what workers were supplying in return 
for their wage obtained in late nineteenth-century Germany and Britain. In Britain 
what was paid for was the labour as embodied in the product, so that weavers in the 
West Riding wool textile industry were paid according to length of cloth. But in 

they were paid against the labour power used — so that wool textile weavers 
on the lower Rhine and elsewhere were paid per thousand ‘picks’ or passes of the 
shuttle — despite the greater complexity of calculating this measure before the diffusion 
of the pick clock. This divergence of conception expressed itself in numerous other 
ways — for example in the compensation paid in Germany but not in Britain for ‘down 
time’ when employers failed to supply materials, in methods of fining for bed work, 
and in the conceptions apparently underlying the different systems of overlookers’ 
remuneration. 

This divergence is also reflected in the writings of the political economists. 
According to Biernacki, when Smith, Ricardo, and so on developed the ‘labour theary 
of value’ they measured the input of labour entirely by its exchange value — whether 
the value of the goods paid to labour as wages, or the value of the product of labour. 
Their less famous German counterparts developed the concept that in paying wages 
employers purchased the right to command the worker’s ‘labour power’ (Arbeitskraft) 
as something distinct from the product thereby produced. Marx’s innovation was to 
combine the two, but he located exploitation in the purchased power of command, and 
not in the inequality of exchange of wage goods for the product of labour, as the earlier 
British socialists had done, and as the later British socialists were, significantly, still to 


categories happened differently in the two countries. In earty-modem Britain the 
concept of a market in goods developed along with tbe decay of gilds, whereas the 
survival of wage assessments and of master and servant law long impeded recognition 
of the labour market. Thus in seventeenth- and eighteenth-century Britain the 
‘commodification of labour’ could be only understood as it was embodied in the 
product of labour. In German, however, the gilds persisted in some degree through the 
nineteenth century, whilst goods and labour markets were being generally liberalised 
round tbem. Thus artisanal exchange did not supply the mental model for 
understanding the 'commodification of labour' in Germany; and instead another 
economic process, still fresh in the memory, mediated the recognition of this 
conception: the feudal coercion of labour services. 

Lack of space forbids more than this bald account of the argument, which seems 
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of extension into fields untilled by the writer — such as the demarcation 
dispute. But some questions may be rmsed. Does Biernacki exaggerate the 
oppressiveness of wage regulation in seventeenth- and eighteenth-century England? 
How was the ‘commodification’ of domestic service, which created no tangible 
product, conceptualised in Britain? Was it possibly snobbery (that is, desire to regard 
themselves as independent workers), and not incapacity to imagine their labour 
differently, which impelled the British factory worker to prefer to be paid for embodied 
labour (p.368)? A striking argument of the book is that these couceptualisations were 
shared between labour and capital in the two countries. But were they? Surely a 
capitalist seeking a return on machinery has to regard himself as buying the right to 
command his workers’ labour power for a stated part of the day — and may not the 
more draconian British than German penalties for unpunctuality disclose that this 
conception was more keenly contested in Britain? 

Biernacki regards his work as clearly proving the power of ‘cultural forms of 
social explanation’ of the production process, thereby ‘contribut[ing] to the project of 
our collective self-creation’ (p.35). However, granted (pp.198, 479) that neither 
country thereby gained a competitive advantage over the other, the relation of these to 
‘utilitarian forms of social explanation’ needs better definition. It is surprising not to 
see W.S. Lewchuk in the bibliography, for example. In fact, both forms of explanation 
fail by disregarding the relation of human nature to its Creator. 


University of Manchester THEO BALDERSTON 


JOSEPH REINDL, Der Deutsch-Osterreichische Telegraphenverein und die 
Entwicklung des deutschen Telegraphenwesens 1850-1871 (Frankfurt am Main: Peter 
Lang, 1993. Pp.290; appendix of 29 statistical tables. ISBN 3 631 457170, DM345). 


In recent years, the importance of information and communication has been reaffirmed 
by the emergence of the Internet. Indeed, the information super-highway has been 
hailed as the key to the next phase of economic development. This history of the 
Deutsch-Osterreichischen Telegraphenverein (Austro-German Telegraph Association) 
is a timely reminder that the improvement of communications accompanied 
industrialisation from the outset. Josef Reindl's book meticulously recounts the 
technological development and growth of an integrated telegraph network in Germany 
and Austria between 1850 and 1871. 

In the late eighteenth century, essentially military considerations inspired the 
construction of the optical telegraph lines in France. Impressed by the relative speed 
of information transmission, neighbouring countries soon followed suit. However, the 
limited hours of operation of these early telegraph lines provided the impetus for tbe 
investigation of electric alternatives. After electric telegraphic equipment had been 
developed in the 1840s, railways adopted telegraph networks. Initially, the state 
remained a prime user besides the railways, due to the absence of charges for official 
telegrams. As a result, private railway companies were rather reluctant to accept 
official or private telegrams for transmission through the existing telegraph network. 
At first, the high charges deterred private individuals and businesses from using the 
system. However, the development of the telegraph network enabled businesses to 
transact information faster and over a wider geographical region. 

Among tbe first to utilise the new information channel were the stock exchanges 
in Berlin, Leipzig and Frankfurt. They built separate lines linking the trading floor to 
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the telegraph network. The emerging industrial banks also relied heavily on the new 
channel of information to assess clients. Similarly, newspapers benefited from the 
faster communications channels. Indeed, the nse of the telegraph created new business 
opportunities and led to the setting up of the first news agencies. Unfortunately, Reindl 
does not attempt to estimate the overall impact of telegraphy on German and Austrian 
business performance. 

Reindl's study provides an interesting case study of international co-operation and 
innovation. From the beginning, inter-governmental agreement provided the basis for the 
regulation, standardisation and exploitation of telegraphy. Reindl attributes this 
exceptional level of co-operation to the visionary behaviour of tbe Prussian and Austrian 
trade ministers. Both the Prussian trade minister, von der Heydt, and his Austrian 

von Bruck, were committed to trade liberalisation. While the rivalry 
between the countries prevented Austrian membership in the Zollverein, both ministers 
sought to reduce non-tariff barriers to trade. In the communications field, the two 
countries could co-operate with other German states without arousing domestic 
opposition. This common interest allowed the creation of the Austro-German Telegraph 
Association in July 1850. Under the auspices of the Austro-German Telegraph 
Association, the German states and the Austro-Hungarian empire agreed to standardise 
telegraph equipment and to establish general regulations govermng the cross-border 
transmission of telegraphs. Reindl's cursory comparisons with the railways show that the 
failure to agree common standards for equipment and transmission of telegrams might 
have seriously restricted the growth of telegraphy. Regrettably, Reindl does not speculate 
on the potential consequences of such a failure. After the formation of the Union 
Internationale des Télécommunications (International Union of Telecommunications) in 
1865 and German unification in 1871, the importance of the Austro-German Telegraph 
Association declined. While the international body adopted most provisions of the 
Austro-German Telegraph Association, the French government insisted on a uniform 
rate for international telegrams regardless of distances. This development significantly 
reduced the cost of telegrams and contributed to a massive increase in the number of 
telegrams. 

Reindi's history of the Austro-German Telegraph Association will be mainly of 
interest to historians of technology and of the Industrial Revolution. The latter will 
benefit from the statistical information which can be found in the appendix of tables. 


The Queen's University, Belfast TILL GEIGER 


NIALL FERGUSON, Paper and Iron: Hamburg Business and German Politics in the 
Era of Inflation, 1897-1927 (Cambndge: Cambndge University Press, 1995. Pp.xiv + 
539. ISBN 0 521 47016 1, £45). 


As the sub-title implies, this study attempts to combine two themes: an explanatory 
account of modem German history and the role of Hamburg and its leading 
businessmen in it. Clearly, the author has set himself an ambitious task. 

The economic development of Hamburg as the major port, and as an important 
banking, shipping and shipbuilding centre in the Wilhelmine era, is sketched in an 
introductory chapter. The city reappears at intervals in tbe rest of the book, in part to 
illustrate the effects of the war years, of unemployment and inflation within a more 
manageable compass than the usual national coverage, but largely to set the scene for 
the role of several leading Hamburg benkers and industrialists, especially Max 
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Warburg and Carl Melchior in the Versailles and reparations debate, and of Wilbelm 
Cuno who became Reich Chancellor for a brief but critical period. The Warburg 
archives were a major source and tend to dominate that part of the account. 

As for German history at the macro level, the author offers a fundamental revision 
capable of explaining, among other things, the conditions which allowed the Nazis to 
take over. The key is said to lie in Germany’s endemic and at times acute inflation. 
Before 1914, its roots are to be found in three factors: the weakness of the central 
Reich government, always short of income and therefore forced into borrowing; the 
absence of strict restraint on the Reichsbank's power of credit creation; and the 
expansionary force of the German economy requiring a commensurate credit 
expansion. Inflationary pressure was increased in the war years of 1914—18, as it was 
everywhere else, But it is the behaviour of the German authorities in the post-war 
years and up to the hyperinflation of 1922-23 which is at the heart of tbe story. 
Ferguson differs from most other historians by believing that the hyperinflation could 
have been prevented; that it was not was due largely to tbe fear of revolution which 
might follow deflation, to the continued weakness of the German central authorities, 
and to the underlying policy of wishing to sabotage the reparations payments. 

The great inflation of 1922-23 is thus seen as a part of the long-term inflationary 
disease of modern Germany. At the same time, rejecting the recent literature which 
seeks to minimise its long-term ill-effects, the author returns to the orthodox view that 
it was the impoverishment of certain sections of the middle classes and the decline of 
many of the bourgeois virtues which allowed barbarism to take over ten years later. 

All this 1s powerfully argued and well supported; yet it does not entirely convince. 
Hamburg with its bankers and traders was not Germany: the role of industry and the 
threat from the industrial working class on the one hand, and tbe power of the landed 
gentry of the other are underestimated. Moreover, not everyone will see a long period 
of mild inflation, if it is accompanied by a rapid economic growth and income 
redistribution in favour of the poorest, as an unmitigated evil. It may just about be 
acceptable to explain the undoubted achievements of the German economy in 
1933-43, despite its underlying inflationary character, by the repressive powers of the 
National Socialist government; but the explanation of why the inflation of 1994-47 
was followed by the German economic ‘miracle’, rather than by disaster, is distinctly 
unpersuasi ve. 

Here, in total, is a fascinating, original, highly informative contribution to an 
ongoing debate. Even those who are not entirely convinced by it will find their 
certainties questioned and their views enriched by this study. 


University of Sheffield SIDNEY POLLARD 


DEREK H. ALDCROFT and STEVEN MOREWOOD, Economic Change in Eastern 
Europe since 1918 (Aldershot: Edward Elgar, 1995. Pp.xiii + 277; maps. ISBN 1 
85278 819 4; £45). 


Both politically and economically, the fate of eastern Europe has been to feel the 
impact of the aspirations of neighbouring great powers. Similarly, in general writing 
on the economic and social history of Europe, discussion of eastern Europe has tended 
to be squeezed by concerns with the continent’s major economic powers. There has 
long been a need for a survey of the economic history of eastern Europe since the First 
World War. Further, the events of the recent past have made an appreciation of the 


118 BUSINESS HISTORY 


economic development of the region more important as an understanding of its history 
will provide valuable pointers to the possibilities for future development. 

In this volume Aldcroft and Morewood have produced such a text. Those readers 
who are familiar with Aldcroft’s previous writings on the European economy will find 
much that is similar in the approach. Indeed, this work can be seen as an expansion of 
the eastern European sections of Aldcroft’s textbook on the European economy since 
the outbreak of the Pirst World War, which has gone through many editions. It deals 
with the period in chronological chapters, with the years after the Second World War 
getting a more extensive treatment for the inter-war years. The focus is on the six 
states of Bulgaria, Czechoslovakia, Hungary, Poland, Romania and Yugoslavia. 

The inter-war years and those after the Second World War are marked by a very 
different focus. The overall experience of the former period is dominated by the 
weakness of the agricultural sector and the effects of the world depression on 
agricultural prices. The post-war years saw a drive for industrialisation. This was not 
simply a result of the region falling under the influence of the Soviet economic model; 
it had strong roots in the response taken in the 1930s to the economic situation. 
However, in Aldcroft and Morewood's discussion of these issues, there is a 
considerable difference in the treatment of the two periods. In spite of the title, the 
chapters after 1945 are biased more towards a discussion of political change than 
towards the detailed analysis of economic performance. There are less than two pages 
reviewing the growth record in the period of rapid economic change between the end 
of the Second World War and 1970. There is little discussion of the actual process of 
industrial development. For example, at a very basic level, while there is a table 
showing the growth of industrial production for the 1930s, there is no such table for 
the years after 1945. 

As this book makes only too clear, in the inter-war years eastern Europe was to end 
up as an object of German expansionism, in the years after 1945 it was largely to fall 
within the Soviet sphere of economic and political control. The final chapter of this 
volume is entitled ‘An Uncertain Fate’. The authors point out that the region’s relative 
economic backwardness is a long-term phenomenon with deep historical roots. While 
they are not prepared to forecast the region’s future, they do consider that it will 
continue to be shaped by its position between Russia and the powers of western 
Europe. 

As will always be the case in general surveys, those who use this book for teaching 
may find themselves in disagreement with Aldcroft and Morewood over a particular 
approach or focus. Nevertheless, it fills an important gap in the literature and will be 
a useful text for courses in twentleth-century European economic history. 


University of Exeter ROBERT LEWIS 


YOUSSEF CASSIS, GERALD D. FELDMAN and ULF OLSSON (eds.), The Evolution of 
Financial Institutions and Markets in Twentieth-Century Europe (Aldershot: Scolar 
Press, 1995. Pp.vii + 337. ISBN 1 85928 127 3, £40). 


The book is a fine collection of papers given at an international conference held at 
Zurich by the European Association for Banking History. It brings together 
contributions from established scholars and relative newcomers, including both 
surveys and reports of new work. Inevitably with conference proceedings of this sort 
there is a certain lack of cohesion and focus for the book as a whole, but the overall 
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quality of individual contributions is high and the editors have provided an effective 
grouping of the contributions. The volume is divided into two, between essays dealing 
with banking institutions and those concerned with banking relationships within the 
market and/or industrial customers. The two essays that look at aspects of central bank 
policy fall into the former category — Alain Plessis analyses the changing role of the 
Bank of France dunng the first half of this century and Per H. Hansen examines the 
lender-of-last-resort behaviour of the National Bank in Denmark. The otber 
institutional essays deal with different aspects of commercial banks or savings banks 
in Portugal, Germany, Sweden, Norway, Switzerland and Belgium — authored 
respectively by Jaime Reis, Paul Thomes, Mats Larsson, Sverre Knutsen, Youssef 
Cassis and G. Kurgan-van Hentenryk. The main connecting theme concems the 
question of stability and how the state or other agency have reacted to periods of 
turmoil and tried to impose reforms. 

The second part of the book on ‘Banks, Markets and Industry’ is also an interesting 
mix. Joost Junker examines changes in the capital market of the Netherlands, 
highlighting the ‘arm’s length’ approach adopted by the banks towards industry. 
Harald Wixforth and Dieter Ziegler take exception to the methodological approaches 
normally adopted in the comparison drawn between the methods of providing 
industrial finance in market-oriented and bank-orlented systems. They place the 
supposed advantages of the German universal bank within a realistic, historical 
context. This essay bears comparison with those by Katherine Watson and Duncan M. 
Ross who, in their different ways, show bow British credit banks offered a fair degree 
of support to industrial clients. Francesca Carnevali, on the other hand, highlights the 
problems of small firms raising bank loans in England after the Second World War. 
Michel Lescure highlights a different set of problems for small firms in Prance during 
the first half of the century. 

Overall, the volume gives the reader an important insight into the current work 
being conducted across Europe, work which provides the yardstick of international 
companson which is essential to a full assessment of national banking developments. 


University of Leeds MICHAEL COLLINS 


GERALD BERK, Alternative Tracks: The Constitution of American Industrial Order, 
1865-1917 (Baltimore and London: Johns Hopkins University Press, 1994. Pp.xi + 
243; illus.; map. ISBN 0 8018 4656 0, £30). 


Simply put, the main hypothesis of Berk’s book is that politics, much more than 
technology, determined the business landscape of the second industrial revolution in 
the United States. He examines why immense trans-regional and national railway 
SEE WO Se dert e detis Hcc. Dawe Eog people, resources 
iiis the latgest Aa market in ie word ccerped. in the 
Une Suc ds CHI WE His argument is that the particular form of this 
development — huge hierarchically organised firms characterised by a separation of 
ownership from management which attained high throughput by delivenng high- 
volume, long-haul freight between large and centralised urban market centres — was a 
product of the political environment and regulatory ideology fashioned in large pert by 
the captains of the industry. 
Until Alfred Chandler came along, the great American railway builders were 
conventionally thought of either as heroic business statesmen of vision or as crass 
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robber barons concerned only with short-term profit, with few questions raised 
concerning the nature of the organisations which they raised. Chandler was, of course, 
less interested in the individual deeds and misdeeds of the railway men or their 
politics, and more interested in the nature of technological changes which led to 
revolutionary new organisational and managerial forms, which were soon exported 
and adapted to American industry in general. Gerald Berg takes issue with what he 
views as Chandler’s technological determinism, firmly agreeing with the arguments of 
Piore, Sabel, Zeitlin and others that technological change can actually take a number 
of alternate forms and, in the end, the choice of form will be determined by the existing 
distribution of legal entitlements and power. He then goes further, suggesting that the 
lead participants in this struggle over technological form which will become the 
standard in any given society will themselves actively attempt to change the existing 
system of entitlements in their favour. 

This 1s of course a profoundly political struggle. But Berk does not mean power 
simply ın terms of who can do what to whom at any given time. Drawing upon critical 
legal theory, he uses the concept of constitutive politics, defined as an explicit and 

struggle over the very nature of a society's institutions, rules and standards; 
in this struggle, the fundamental assumptions — even the very words and symbols used 
by the participants — are subject to dispute. America, from the Civil War until 
approximately the First World War, was embroiled in just such a constitutive political 
struggle, according to Berk. Nevertheless, I would still agree with Chandler (and 
Marx, for that matter) that the originating reason for the struggle in the first place was 
technological. This view itself does not, I believe, conflict with Berk’s point that the 
technology could have taken on various alternative organisational forms, or that 
politics and law played an important role in the selection of the particular 
technological model. 

Berk is a political scientist and, in making his argument, he relies heavily on 
concepts and approaches in contemporary social and legal theory. He also ranges far 
and wide through Gilded Age political and business history as well as the Chandlerian 
paradigm (what Berk calls the New Business History), and business historians of all 
persuasions should feel gratified that a new generation of social scientists are taking 
their sub-discipline so seriously. Indeed, most business historians will find much of 
interest beyond the theoretical debate already discussed. Two long chapters, for 
example, deal with the way in which American capital markets and American 
bankruptcy and receivership laws were shaped by the procentralists to fit their vision. 

From the perspective of a business historian, however, perhaps the most interesting 
part of Berk’s book is the chapter which describes the Chicago Great Western Railway 
from its founding in 1883 by A.B. Stickney until its receivership and reorganisation in 
1908. This study is critical to Berk's argument as it provides a model of the regionalist 
alternative to the centralist systems being built by the Jay Gould’s of the period. Berk’s 
argument is based on the notion that a viable technological alternative to the centralist 
systems did exist, and barring defeats on the political, legislative and ideological front 
the regionalist approach would have been successful, with important implications for 
the future agricultural, industrial and demographic development of the United States. 

As Berk himself admits, however, the evidence concerning the Great Western’s 
success are ambiguous. Judging by profits alone, I might even be tempted to concluded 
that the Great Western was a failure. And even if I was willing to accept Berk's 
arguments that Stickney’s organisation was willing to accept lower short-term profits 
in anticipation of the larger profits which would flow to the Great Western over the 
long term after the rallway’s long rates of finished products encouraged more regional 
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manufacturing and processing, I would still have to ask whether Stickney’s 
technological, organisational and managerial system was as efficient as the other. In 
other words, I am not sure that this case study can bear the entire weight of Berk’s 
hypothesis. Nonetheless, Berk’s account of the Great Western provides a fascinating 
counterpoint to the well-known histories of the huge, centralised transportation 
systems which came to dominate the United States. 

Whatever the shortcomings, business historians will find this ambitious book well 
worth reading. Berk tests modern business history against other rich intellectual 
traditions, providing a useful critique in the process. And even if I cannot agree that 
Berk has proven his point beyond reasonable doubt, be has convinced me that business 
historians should always analyse the political and legal environment in attempting to 
determine the reason for the selection of any given technological, organisational and 
managerial solution in historical time. 


Johns Hopkins University GREGORY P MARCHILDON 


NAOMI R LAMOREAUX, Insider Lending: Banks, Personal Connections and 
Economic Development in Industrial New England (Cambridge: Cambridge 
University Prees, 1994, Pp.xii + 170. ISBN 0 521 46096 4. £30). 


This is an important book which explores the evolution of bank lending strategies 
during the industrialisanon of New England. As a developing economy, lacking a 
sophisticated network of financial institutions and with legal restrictions on branch 
banking, it was likely that community-based banking would develop. Business 
attitudes and business practice do not, however, evolve in a vacuum, and this book 
adopts a far more holistic approach than is normal in much business history. The book 
spens a comparatively long historical period from the late eighteenth to the carly 
twentieth century and places the analysis in a broad economic, cultural and legal 
framework. This, in turn means that the evolutionary consequences of developments 
during industrialisation, for subsequent banking strategy and for economic change in 
the region become clear. It is, therefore, far more than a history of banking. Rather it 
places the development of New England financial institutions firmly where they 
belong, in their wider environment. 

The significance of the mercantile community in the economic development of 
New England is reaffirmed by this study. It demonstrates that early in the post- 
revolutionary period groups of merchants co-operated in the formation of banking 
corporations. Kinship formed the most common basis for co-operation, as exemplified 
by the Boston Associates, some of whose members founded the Massachusetts Bank 
in Boston. It was, however, common throughout New England. Within such localised 
networks of trust, information on credit worthiness flowed more freely, reducing 
transaction costs in the deeply uncertain environment of a developing country. Since 
manufacturing firms were often owned by the same interlocking groups, kinship 
networks served the vital function of easing the flow of finance into industry whilst at 
the same time reducing the risk of both banking and manufacturing. In the 1830s, the 
combination of political and social undercurrents, with concern over the speed of 
economic change in New England and jealousy of the successful led to a wave of 
suspicion of the practice of ‘favouring the few’. However, the realines of economic 
development meant that insider lending was eventually accepted as ‘the natural order 
of things’ and a valuable way of monitoring credit worthiness. Lamoreaux also 
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demonstrates that as an important aspect of familial diversification, which also 
embraced manufacturing industry, insurance and utilities, banks were of fundamental 
importance to New England industrialisation. She thus successfully contradicts the 
notion of limited bank involvement in early industry. 

History is marked as much by change as by continuity, and in late nineteenth- 
century America the acceleration in the pace of industrialisation impected on the 
financial relationships between benks and industry. The benking system expanded 
dramatically and the practice of insider lending declined accordingly. Lamoreaux 
demonstrates that this made it imperative to evolve new methods of assessing the 
trustwortbiness of borrowers. However, the process of professionalisation of banking 
was a painful and not entirely successful process. It saw a move towards greater 
conservatism rather than innovation in banking practice which, she believes, may have 
contributed to the economic paralysis of the region. 

This is benking, regional and business history at its best. Rather than drawing 
artificial boundaries between different aspects of business activity, tbe interaction of 
the various facets of development are carefully explored. It will, therefore, be valued 
by business historians and students of American industrial development alike. It has 
wider implications, however, than for the regional history of the United States. As 
Lamoreaux herself observes, community-based banking has been common in the early 
stages of industrialisation world-wide. Clearly the form it will take and the strategies 
pursued will vary between economies depending upon the legal, cultural and political 
forces at work. Comperative studies, which followed the model of this book, would 
belp to explain the differences and similarities in the development of bank-industry 
relations internationally. 


Lancaster University MARY B. ROSE 


THEODORE KOVALEFF (ed.), The Antitrust Impulse: An Economic, Historical and 
Legal Analysis (Armonk, New York: MLE. Sharpe Inc., 1994. 2 Vols. Pp.xxxv + 1230. 
ISBN 1 56324 085 8, £112). 


The Sherman Antitrust Act celebrated its centenary in 1990. To mark this milestone, 
experts have been surveying the historical trends of antitrust and its enforcement, the 
economic foundations for changes in legislation and practitioners’ views of possible 
future directions. A special issue of the Antitrust Bulletin, edited by Theodore 
Kovaleff, was published and then revised and much expanded to become The Antitrust 
Impulse. The resulting lengthy two volumes enable 43 authors to contribute to 34 
chapters in a mixture of theoretical and practical viewpoints. Academics from the 
disciplines of law, economics and business administration zit side by side with 
practising lawyers; politicians discourse about their experiences and government 
employees from such agencies as the Department of Justice and the Federal Trade 
Commission give their opinions. The end result is a veritable pot pourri. 

In his capacity as editor, Theodore Kovaleff divided the complex and controversial 
topic of antitrust policy into three parts. The historical perspective is given most 
attention, taking up all of Volume L The more economic and philosophical sections 
share Volume II in relatively equal proportions. There is, however, considerable 
interaction between the two volumes or three parts. Authors freely examine recent 
theoretical assumptions when looking at the history of merger policy, while 
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economists apply historical lessons liberally and lawyers scrutinise the implications of 
a range of specific cases. Emphasis, however, is placed on trends since the 1950s when 

recognition in antitrust debate, and most of this discussion focuses 
on the impact of the Chicago School of analysis. 

Since the 1890s American economy and society has progressed from 
industrislising to post-industrial status. During this century market conditions and 
ideas about competition and restraints on trade have changed significantly. Yet for 
most contributors to The Antitrust Impulse the Sherman Act is not obsolete. It remains 
capable of providing a framework for establishing rules of business behaviour. Like 
tbe Constitution, it is viewed as a flexible document. Not only is it written in malleable 
terms, but it has its ‘amendments’ in the shape of adjunct legislation designed to plug 
certain loopholes. The Clayton Act of 1914 prohibited unfair use of specific practices 
which were still destroying competition. The Robinson-Patnam Act and the 
Celler-Kefauver (Anti-Merger) Act of 1950 strove to limit future increases in the level 
of economic concentration. 

Legislation alone has not governed patterns of business conduct. Judicial review 
of the laws, both within federal agencies and in the courts has been critical to the role 
of antitrust in the American political economy. In this respect enforcement activity has 
followed neither a consistent nor a predictable path, although it has shown some 
relationship to public opinion. Following a burst of activity against major trusts in the 
early years of this century, a period of neglect ensued in the 1920s and early 1930s. In 
the later years of the New Deal antitrust boomed, to be halted by World War II. 
Enforcement resumed again after the war, and continued unevenly through the 1960s 
and into the 1970s. Subsequently with the advent of the Chicago School of economists 
it waned as mergers ceased to be viewed with suspicion. 

Historians will be able to follow the various shifts in interpreting the Sherman Act 
in its first century from perusing these volumes. Some chapters look at specific periods 
while others offer general overviews. Ce d gas rene ai 
through materials on cases of interest. Corporate lawyers, economists and business 
administrators who want to know ‘which way the wind is blowing’ will need to inspect 
the pages more closely. Within the past 20 years there has been something of a 
revolution within antitrust operations. Driven by the Chicago School of economists, 
"which held that unfettered marketplace action should be the determinant of policy' 
(p.194), a large-scale merger movement was sanctioned. The legal test became 
whether not competition, but efficiency, was seriously affected, and how consumer 
welfare could be enforced. In this ethos questions of justice and fairness, once central 
to antitrust analysis, were virtually eliminated from judicial, prosecutorial and 
legislative consideration. 

Yet antitrust is not dead. Although federal government prosecution has shrunk, 
private cases increased noticeably in the 1960s and 1970s and remained at a high level 
1n the 1980s. During the decade 1974—83 an average of 1,400 antitrust cases a year 
were filed, of which 1,300 were private actions. Such suits were 1n part driven by the 
attraction of treble damages and attorneys' fees in the litigious society. They were also 
motivated by considerations like the breadth of the per se rules, the reluctance of 
courts to provide summary proceedings and the relative ease of establishing duality of 
conduct. Furthermore, state antitrust law has been making something of a revival. 
When the constitutionality of state laws and federal support for state antitrust 
authorities were confirmed, states moved to fill the gap created by the Reagan antitrust 
policies. Indeed some experts consider that state activities in antitrust have become the 
laboratories for future developments. 
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The number of pages alone in these two volumes suggest that antitrust is very 
much alive. Inspired by economic analysis, but reacting against abstract theoretical 
approaches, academic lawyers have seized the opportunity of a centennial to parade 
their predominantly anti-Chicago School ideas. Practising lawyers and legal'enforcers 
pay more attention to decisions affecting their well-being and speculate about future 
directions. Such verbal activity may demonstrate that the Sberman Act and its adjunct 
legislation remain bealthy guardians of changing business mores, whatever the socio- 
economic climate of opinion. Yet it also demonstrates a certain level of self-interest. 
Nevertheless as a survey of the status of antitrust law The Antitrust Impulse will be 
deemed a reference tool needed by many libraries and law offices. 


University of Nottingham MARGARET WALSH 


CAROLE TURBIN, Working Women of Collar City: Gender, Class and Community in 
Troy, New York 1864-86 (Urbana and Chicago IL: University of Illinois Press. 
Originally published 1992, reissued in paperback 1995. Pp.xii + 231; illus. ISBN 0 252 
01836 2, $14.95). 


Troy, a small town near Albany in upstate New York, became the centre of the world’s 
detachable collar manufacturing industry after Hannah Lord Montague in 1827, the 
wife of a prosperous merchant, grew tired of the continual washing of her husband's 
shirts when only the collar needed cleaning, and so cut it off. From such origins grew 
the collar-makers and, subsequently, shirt-makers like Cluetts (Arrow) and Van 
Heusen, which turned Troy into Collar City. Detachable collars became important 
garments in the nineteenth-century USA, indicators of status (blue or white). And like 
garment industries everywhere Troy's collar factories employed a female workforce, 
It is here that the author's principal concern lies. Troy's other claim to fame was that 
its female collar workers formed one of the most successful women’s trade unions in 
the United States and Turbin focuses on the social history of the Collar Laundresses 
Union. Sbe uncovers much about the conditions in which such a union could thrive by 
following in the long line of American social mobility studies. Using manuscript 
evidence from the state censuses of 1865 and 1880 she identifies a number of 

of collar workers. Irish immigrants became increasingly important. In 1965 they were 
the single largest group of women workers in tbe industry, occupying the low-status 
jobs. By 1880 they dominated the industry's labour force and at all levels. Turbin's 
disaggregation of the census manuscript data provides important insights on the 
household composition of collar workers, with implications for the ‘separate spheres’ 
model of female participation rates. This is where the book is at its best, the product 
of fertile curiosity as has been readily acknowledged by earlier reviewers of the 
hardback version. For the primary audience of this journal, however, the book will be 
disappointing. Its failures in this area are a direct consequence of the author's 
concerns. She is not writing business history. Nevertheless, it would have been 
appreciated, at least bere, if more could have been said concerning the growth of the 
industry. Tbere is little on the impact of technology, or on the role of marketing by 
firms in a fashion-dominated sector. Firm growth and industrial organisation are really 
left untouched. It might be legitimately put to the author that these variables were at 
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least as important in influencing the labour market as the developments in the ideology 
of women’s work, to which the second half of the book is devoted. 


University of Reading ANDREW GODLEY 


SHARON HARTMAN STROM, Beyond the Typewriter: Gender, Class, and the 
Origins of Modern American Office Work, 1900-1930 (Urbana and Chicago, IL: 
University of Illinois Press, 1995. Pp.xvii + 427; illus. ISBN 0 252 01806 0, $14.95). 


This represents an ambitious and welcome development in the growing volume of 
accounts detailing the feminisation of clerical labour. While feminisation is dealt with, 
this always remains within the context of the broader aim of the book. This is far more 
ambitious and involves the analysis of the impact of gender and class on the 
development of the modern American office. In pursuit of these aims the book is 
organised into two substantive sections; (a) Economic and Cultural Origins of the New 
Office: Gendered Hierarchies of Management; and (b) The Office and the World 
Beyond: Office Workers and Office Work Culture. The emergence of the ‘new office’ 
is detailed and explained within the context of innovations in scientific management 
and cost accounting with their associated impact upon the nature of office management 
and the volume of clerical work. Strom effectively shows how these innovations 
emerged in a gendered form causing the segregation of management and clerical 
hierarchies. These newly separated but possibly parallel streams of employment 
restricted the opportunities of women entering clerical employment and maintained 
masculine hegemony within corporate culture, features reinforced by the progressive 
professionalisation of management. As Strom suggests, the policy of the Harvard 
Business School to restrict entry to men was powerfully symbolised by the 
construction of phallic obelisks defending an access bridge built in 1926. 

In contrast to prior approaches, Strom recognises that female experience within 
clerical work was heterogeneous and limited numbers of women were able to cross the 
divide and gain access to management positions. Segregation and constrained 
opportunity was not the experience of all women nor was it an inevitable or final 
outcome. However, as Strom discovers in the second section of the book, female 
clerks, while often characterised by considerable occupational ambition, were unable 
to present a collective response to discrimination due to internal segmentation and 
division. While class divisions were declining, communal office employment and joint 
homo-soclal activities blurring traditional middle- and working-class boundaries, 
other areas of cleavage were emerging. These were dominated by issues of age, race, 
individual competition and fundamentally marital status. These were utilised by 
employers, in the case of marriage and age through the discriminate use of the bar, to 
undermine any opportunity for cohesion within a common work culture. This ensured 
that radical change within clerical work was characterised by remarkable continuity in 
the restriction of opportunity for women and the preservation of male hegemony over 
corporate control. 

This work represents one of a broad series of volumes analysing the experience of 
women in American history and as such does not enter directly into issues of business 
history. However this should not deter the business histonan from viewing this as an 
important and useful addition to the literature of business history. Strom has sought 
both the source and explanation of the ongins and nature of modern American office 
work and in doing so has effectively revealed the direct impact of gender and class 
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upon the development of American business organisation. While the development of 
the modern American office impacted upon employment opportunities for women, the 
reverse is also the case; gender issues influenced the structure of the modem American 
office. Strom succeeds here through the use of a rich and detailed variety of evidence 
encompassing business archives, oral histories and contemporary surveys. While 
these, in combination, bave allowed powerful themes to emerge, problems remain 
concerning the nature of the relationship between gender and class. While class is 
given considerable status within the analysis, class issues are rarely clearly defined 
while the strength of its role in relation to gender remains under-analysed. It may have 
been that this has been exacerbated by the complexity of class experience within 
clerical employment, it does however remain a problematic area that requires further 
analysis. 

This book, however, remains an important contribution to business history because 
of its prioritisation of both class and gender as highly influential if not determining 
aspects within business organisation. This approach, while finding worthy application 
here, remains one which requires more extensive recognition. 


University of Leeds ROBERT BENNETT 


RONALD L FILIPELLI and MARK D. McCOLLOCH, Cold War in the Working 
Class: The Rise and Decline of the United Electrical Workers (Albany, New York: 
State University of New York Press, 1995. Pp.xii + 296; one illus. ISBN 0 7914 2181 
3, $19.95). 


In recent years much of the very best writing on labour history has been by US 
academics, and often this has been work on the American labour movement. This book 
can be added to tbe list of such excellent studies. 

Cold War in the Working Class provides a study of the United Electrical Worker’ 
Union from its foundation in 1933 up to 1990. This union was the largest and most 
notable of tbose whose leadership was dominated by members of the Communist Party 
or people closely allied to it. It gives the view from the centre, the concerns of the 
national officers and their efforts to expand or hold membership in major industrial 

across the United States. It is very well researched, drawing on a wide 
range of archival, printed and oral material. It examines the unions’ policies in depth, 
yet sets its trials and tribulations in the wider context of the US labour movement and 
US society generally during the Second World War and the Cold War era. 

Three features of the book are of particular interest. The first is its careful 
examination of the breadth of the onslaught on the union, its officers and activists 
during the late 1940s and the 1950s. It provides fascinating insights into the 
considerable length of anti-Communist Catholic trade unionism. It also shows how 
local Democrat politicians such as John F. Kennedy and Hubert Humphrey rode on the 
back of anti-Communism. Above all, it reveals the massive weight of the press, 
judiciary and government thrown against the United Electrical leaders and activists, 
crushing them under public hearings and prison sentences. The remarkable thing in 
these Cold War years was not that the union shrank in size but that it survived. 

The second notable feature is the account of the failure of the alternative, moderate 
union set up in 1949, which gained much initial support from employers. Like the 
Union of Democratic Miners in Britain after the 1984—85 coal strike, the International 
Union of Electrical, Radio and Machine Workers found that the employers’ preference 
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for it did not lang ensure many favours. Indeed, the electrical industry’s divided trade 
unionism enabled employers to negotiate lower pay deals than those in comparable 
sectors. Indeed, the 1950s and 1960s were marked by ‘Boulwarism’ (taken from the 
name of General Electric’s industrial relations vice-president). In this approach 
management unilaterally gave ‘voluntarily all that it warranted 1n the ways of wages 
and fringe benefits’, the weakened unions being left to take or leave what was on offer. 

The third feature is the impact of cheap Far Eastern production. The collapse of 
many of the United States’ mass production industries in the 1980s damaged the 
United Electrical Workers even more than the remarkably vicious Cold War onslaught 
on the union in the decade and half the Second World War. 


Nottingham University CHRIS WRIGLEY 


ROBERT H ZIEGER, The CIO, 1935-1955 (Chapel Hill, NC: University of North 
Carolina Press, 1995. Pp.x + 491; illus. ISBN 0 8078 2182 9, $39.95). 


The 1930s in the United States witnessed an astonishing re-invigoration of trade 
unionism. In this development the lead was taken by the Committee for Industrial 
Organisation — the CIO — established in 1935. Composed initially of dissident 
elements from within the existing American Federation of Labour, who were appalled 
at that organisation's failure to seize tbe opportunity provided by tbe political climate 
of the New Deal to extend unionism to the unorganised masses, the CIO evolved into 
an independent and rival trade union centre that maintained its separate identity down 
to the AFL-CIO merger of 1955. The 20 years of its independent existence were 
perhaps the most momentous in the history of trade unionism and labour relations in 
the United States, and during this era the CIO played a crucial role in shaping events. 
Yet despite the vast literature, and intense historical debate, that these years have 
attracted, until the appearance of this volume no serious history of the CIO existed. In 
part this may be because institutional history went out of fashion, but it is also likely 
that the sheer magnitude of the task acted as a formidable deterrent. Quite apart from 
the weight of primary and secondary material on the subject, it was clear that an 
historian of the CIO would step into an ideological minefield. 

Robert Zieger has accepted the challenge and has produced a history that does 
Justice to the CIO's critical role in shaping modern American trade unionism. A first 
strength of the work is that full coverage is given to every phase in the CIO story, from 
the essential background of the business-dominated 1920s right through to the 1950s 
merger with the AFL. In this broad sweep the dramatic events of 1936—37, when the 
CIO achieved its first organisational breakthroughs in cars and steel, are placed in 
proper perspective. At this stage the CIO's position was in fact an extremely fragile 
one, for even where the new industrial unionism had extracted recognition from 
corporate giants, such as General Motors, there was no assurance that it would prove 
permanent. Zieger rightly stresses that the extraordinarily initial CIO surge was wider 
than it was deep. In his narrative 1941 emerges clearly as the decisive point in the 
organisation's development. Not only was it able largely to complete the task of 
organising the major mass production industries, it also emerged for the first time as a 
viable institution in its own right. Prior to 1941, as Zieger demonstrates most 
effectively, the CIO's operations had been virtually indistinguishable from those of the 
United Mineworkers. Lewis, the miners' leader had dominated the new federation, and 
his union had in effect financed and staffed it. 
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A second strength of this book is its judicious handling of controversial issues. 
Lewis's historic break with the CIO arose largely as a result of his opposition to the 
policies of the Roosevelt administration and, in particular, its preparations for entry 
into World War IL Tbe CIO remained ardent in its support for the Democratic 
President and totally committed to the defence programme. There has been a strong 
tendency in writing on this period to suggest that the CIO's involvement with 
government hopelessly compromised it as a radical labour organisation, capable of 
mobilising shopfloor workers in militant action. Zieger admits the constraints that co- 
operation with government imposed, but stresses the much wider issues at stake at a 
time when the Axis powers were carrying all before them. He also emphasised the 
unfashionable but nevertheless vital truth that federal labour legislation had played a 
major part in the great organising triumphs of 1941. Zieger argues that many writers 
have been too ready to assume that shopfloor militancy would have been sufficient to 
sweep the industrial union forward, unaided by extemal influences. In fact, as he ably 
demonstrates, mulitant support for unionism was not simply available on tap. The 
actual mood of workers during this period is not easy to fathom, though it is clear that 
support for President Roosevelt was more widespread than support for industrial 
unions. Zieger also makes the important point that worker attitudes were much 
influenced by business policy. Brutal and arbitrary managerial behaviour were 
influential factors in the CIO’s cause, but union leaders also recognised the threat that 
more enlightened practice posed to union advance. If the CIO's ultimate achievements 
were limited, so also, it may be argued, were the attitudes and aspirations of its 
constituents. 

The overall impression Zieger conveys is of an institution that did not always live 
up to its progressive ideals (and he has much of interest to say on race and gender 
issues and the Cold War Communist purge) but whose achievement was substantial 
nonetheless. This is institutional history at its best. 


University of Kent JOHN LOVELL 


H. ROGER GRANT, Erie Lackawanna: Death of an American Railroad, 1938-1992 
(Stanford, CA: Stanford University Press, 1994. Pp.284; illus., maps. ISBN 08047 
2357 5, £30). 


Why write the story of a defunct railroad of moderate size, whose characteristics were 
summed up by the nickname, the ‘Weary Erie’? Because, argues the author, it had an 
uncommonly interesting history. Prom its opening in 1851, the Erie was briefly the 
longest railway in the United States, pioneering many innovations, such as its use of 
the telegraph for traffic control. Lacking a secure financial base and having a less than 
ideal geographic position (running, as one unkind critic put it, ‘from Nowhere-in- 
Particular to Nowhere-at-All’), the Erie also needed to be resourceful and innovative. 

The story is set out in a straightforward chronological fashion. Between 1938 and 
the early 1990s, the Erie’s history resembled a roller-coaster. It barely survived the 
depression, suffering its fourth bankruptcy in 1938. But it characteristically bounced 
back after a successful reorganisation on the eve of the Second World War, which 
allowed it to benefit from the increase in wartime traffic and dieselisation. Essentially 
a freight carrier that linked New York to the Great Lakes of Erie and Michigan, the 
Erie benefited from the growth of the economy in the 1950s. But the end of that decade 
brought increased competition from long-distance trucking, conflicts with the unions 
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and heavy taxation. The railway saw its salvation in a merger in 1960 which created 
the Erie Lackawanna. This initially proved unsuccessful and within three years the 
company was on the verge of another bankruptcy. It was rescued by William White 
(1897-1967), whose exceptional leadership as chairman of the railroad turned its 
fortunes round before his sudden death. In 1968, White's long-term strategy of finding 
a corporate big brother was realised when the railroad entered the Norfolk & Western 


By the 1970s, the Ene Lackawanna was in almost permanent crisis. Its condition 
detenorated under Norfolk & Western control and the damage caused by Hurricane 
Agnes in 1972 was a further blow. In 1976 the railroad was dismembered; much of the 
line was absorbed by Conrail, the quasi-public railroad, while the remaining assets 
were transferred to Erie Lackawanna Inc., a liquidating agency. Thus, writes Grant, the 
railroad ended with more of a whimper than a bang, though an interesting coda proved 
that it still had life. Erie Lackawanna Inc. cleverly sold off the remaining assets and so 
expertly did it deal with debt claims that the result was one of the most successful 
business liquidations ın American history. However, it is suggested that this may have 
damaged the larger public interest. 

Based on voluminous company records and numerous interviews, this is a well- 
presented case study, though it does have a rather narrow approach. Grant only lightly 
sketches in the economic background and some of the themes highlighted in the book 
— corporate merger and dissolution, the regulatory system, and patterns of business and 
travel ~ are not related to the national context or current debates amongst economists 
and historians. Grant contents himself with, as be puts it, providing a building block 
for future studies of railroad history. 


Manchester Metropolitan University GEOFFREY TWEEDALE 


ELIZABETH A FONES-WOLF, Selling Free Enterprise: The Business Assault on 
Labor and Liberalism, 1945—60 (Champaign, IL: University of Illinois Press, 1995. 
Pp.xii + 307. ISBN 0 252 02118 5, $16.95. 


Although World War Il saw organised labour build on the solid foundations that had 
been established during the New Deal, business too regained some of the confidence 
that had been lost during the depression decade. In 1945 the unions and the business 
community had very different aspirations for peacetime America. The former wanted 
an expansion of the welfare state, a commitment to full employment policies and to 
social planning, and a place for worker representatives at the very core of the 
collective bargaining process. Corporate leaders, on the other hand, sought to wrest the 
loyalties of their workforce from the unions and to gain public acceptance for the view 
that the only route to prosperity was through the individualism of the free enterprise 
system. 


Fones-Wolf has produced a fascinating account of the conflict between these two 
powerful groups as they battled for public sympathy. With the National Association of 
Manufacturers and the Chambers of Commerce to the fore, business launched a 
nationwide attack on liberal economic values using the radio, movies and TV as well 
as more orthodox printed matenal. Stunned by the Democrat victories in 1948, they 
redoubled their efforts. The national campaign was supplemented by local initiatives 
which concentrated on the shop floor. Welfarism, which included profit sharing and 
subsidised recreation, was supplemented by ‘economic education’ in order to capture 


130 BUSINESS HISTORY 


the hearts and minds of the workforce. Organised labour responded, but without the 
resources or the persistence of the employers’ groups, though the merger of the CIO 
and the AFL in 1955 helped to co-ordinate union efforts. Business, however, moved 
on to spread its message to local communities. Financial assistance was offered and 
accepted by voluntary agencies and schools. Teachers and pupils were invited to visit 
local businesses where they were warmly welcomed as good neighbours. In an attempt 
to counter the impact of a higher education system which business believed 

c to capitalism, private institutions, many of which were in financial 
difficulties, received welcome assistance. There was much concern over the teaching 
of economics, which business tried hard to influence. In tbe corporate mind private 
education was identified with individual freedom, which was in turn viewed as the 
source of the nation's wealth. Even organised religion, especially those parts which 
had absorbed and supported New Deal values, did not escape the attention of business 


groups. 

This well-written and carefully researched volume makes an important 
contribution to our understanding of the post-war world by portraying the 1950s as a 
decade of conflict rather than a period of consensus. Fones-Wolf recognises that it is 
easier to chart the attempts by groups to influence public opinion than it is to measure 
the success of such initiatives though several polls indicate that conservative views did 
become more widely acceptable during the 1950s. Even if this is true, the root of the 
change may be deeper than an effective pro business propaganda campaign and a 
muted union respoase. One contributory factor not explored here is the effect of full 
employment and rising family income which gave many Americans a new confidence 
even though memories of depression harsh were still fresh. Nevertheless, this is a book 
that business historians can read with profit and one which also provides an interesting 
springboard for an analysis of business influence during the politically turbulent 
1960s. 


University of Leicester PETER FEARON 


NAOMI R. LAMOREAUX and DANIEL M.G. RAFF, Coordination and Informa- 


tion: Historical Perspectives on the ERRER fe pi ee 
of Chicago Press, 1995. Pp.viii + 337. ISBN 0 22646 8208, £40) 


Building on an earlier conference, tbe proceedings of which were edited by Peter 
Temin (Inside the Enterprise: Historical Perspectives on the Use of Information, 
Chicago, IL, 1991), Lamoreaux and Raff bave brought together a group of economists 
and business historians with the specific aim of investigating the crocial 

what actually goes on in firms? The two conferences were sponsored by the National 
Bureau of Economic Research. The first was concemed with the more basic 
examination of how firms collect and utilise information about production processes 
and customers, while this book extends the analysis to exploring bow firms co- 
ordinate economic activity when faced with the problems of asymmetric information. 
It is particularly important to stress that Lamoreaux and Raff are looking for ways in 
which economics and business history can develop a fruitful symbiosis, and in the 
introduction they briefly discuss concepts like Coasian transaction cost theorems, 
principal-agent theory and game theory, in order to prepare tbe reader for what 
follows. The book also contains discussants’ comments from the conference, and the 
last of these is provided by Peter Temin, neatly linking the two conferences with a 
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useful summary of the main themes arising from the work to date, 

In seeking to achieve their aims, Lamoreaux and Raff have recruited some notable 
authorities to redirect their research findings. Part I examines co-ordination problems 
within the firm, and it includes papers by Daniel Raff (payment systems in the inter- 
war American automobile industry), Daniel Nelson (industrial engineering, 
1890-1940) and W. Bernard Carlson (the Thomson—Houston Co.). The second section 
looks at the institutions which link firms and markets, including work by Michael 
Enright (geographically concentrated industries), David Mowery (American R&D 
practices) and Tony Preyer (antitrust policies in the USA and Britain). This is followed 
by a Part III which focuses on co-ordination in financial markets, using the research of 
Kenneth Snowden (American mortgage lending) and Charles Calomiris (universal 
banking in Germany and the USA). Each paper seems to be followed by comments 
from an academic from a different discipline, so that a historian analyses the work of 
an economist, and vice versa. This ensures that at least some continuity is achieved in 
addressing the conference’s main themes, and by and large the editors must be 
congratulated on achieving what is sometimes lacking in edited collections. 

This book is undoubtedly worth reading for the articles themselves, each of which 
provides substantial insights which will extend the understanding of each topic. It 
would be difficult to highlight a few in particular, but the work on Thomson- Houston 
Electric Co. (Bernard Coulson), industrial R&D (David Mowery), antitrust legislation 
(Tony Freyer) and universal banking (Charles Calomiris) is especially interesting. On 
the other hand, while the practice of recording discussants’ comments is a useful 
means of maintaining a consistent focus on the conference’s main theme of linking 
economics and business history, and Peter Temin's final comments maintain the links 
with earlier work, it is still left to the reader to judge whether or not that synergy has 
been achieved. It would perhaps have been more useful for the editors to write a 
concluding chapter which would have demonstrated how Coasian transaction cost 
theorems were applied to the individual case studies, or what benefit game theory 
brought to an understanding of practical business problems. Maybe this will be the 
subject of a third volume. Nevertheless, business historians will find much of value in 
this book and it could well feature on reading lists as an example of how the subject is 
beginning to build more durable bridges with other disciplines. 


University of Manchester JOHN F, WILSON 


JAMES C. WORTHY, Lean But Not Mean: Studies in Organization Structure (Urbana 
and Chicago, IL: University of Illinois Press, 1994. Pp.xxix + 227. ISBN 0 252 02085 
5, $32.50). 


This is a selection of James C. Worthy's writings on industrial organisation from the 
1940s and 1950s, when he was with the major US retailer Sears Roebuck. There is a 
short biographical note and brief introduction to the collection by David G. Moore 
Who, along with Ronald G. Greenwood, edited the book. Tbe selection of 22 writings 
includes journal articles, unpublished material from seminars and speeches as well as 
examples of questionnaire formats and interviewing procedures. Worthy's emphasis is 
on organisations as social systems and the value of job satisfaction and employee 
morale; there is a lengthy critique of the limitations of Taylor's scientific management 
approach. Worthy's role at Sears, particularly his use of survey methods and his 
promotion of links to academic researchers at the University of Chicago established 
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him as a significant figure in American industrial relations. These papers give a sense 
of his stress on the complexity of personnel management and his advocacy of the need 
for more research to furnish improved information for management The collection 
provides a snapshot of some elements of industrial relations thought in the 1940s. The 
book would be of most interest to anyone concerned with aspects of management 
thought in the post-war years, though the mix of issues covered and types of 
information makes the material rather specialised and fragmentary while the human 
relations ideas themselves have been exhaustively discussed. For business historians 
generally Worthy's earlier biography of General Robert E. Wood, the key Sears 
executive of the period, offers a fuller statement both of the era and Worthy’s approach 
to industrial relations; a section from the book on Wood is included in this collection. 
The new collection provides little indication of Sears’ powerful anti-unionism, except 
in a 1952 memo where Worthy called for the firm to be more than just an opponent of 
unions. These tensions are given more attention in Worthy’s account of General Wood, 
while Worthy’s own role and the use of surveys is more clearly stated in Sanford 
Jacoby’s article in the Business History Review, Winter 1986, pp.602-32. 


Unitversity of Glasgow MICHAEL FRENCH 


JAMES L. McKENNEY with DUNCAN G. COPELAND and RICHARD O 
MASON, Waves of Change: Business Evolution through Information Technology 
(Boston, MA: Harvard Business School Press, 1995. Pp.xvi + 230. ISBN 0 87584 564 
9, $29.95). 


The business history of computing has been dominated by the supply side — almost 
exclusively focusing on the major computer suppliers such as IBM (of course), ICL, 
the Digital Equipment Corporation, and so on. By contrast, there have been only two 
or three book-length studies of the demand side, that is the use of computers in 
business. This book is therefore a welcome and useful addition to the literature of both 
business history and the history of computing. 

The principal author of this book, James L. McKenney, is leader of the Harvard 
MIS History Project, which was founded in 1989 to examine firms that had become 
leaders in the use of information technology (IT) in their respective industries. 
McKenney has been aided by a number of researchers (of whom two are co-authors of 
this book), as well as an advisory board from industry. The goal of the programme was 
to produce a series of articles on path-breaking applications of IT (which appeared m 
the scholarly press during the ensuing years) and ultimately this full-length book. 

The core of this book consists of two major case studies, examined over the period 
1950-93 — the SABRE reservations system of American Airlines, and the Bank of 
America’s information systems. The SABRE study is very well chosen, since it is both 
the earliest and by far the best known commercial ‘real time’ computer system, 
without which the modern airline could not operate. The Bank of America is a less 
obvious case study, and the narrative reveals a more pedestrian and fraught history, 
although this does not detract from its value. 

In the introduction to the book, the authors state that ‘our objective 1s to influence 
management practice by providing historical evidence of bow successful managenal 
teams created and implemented successful information technology systems’ (pp.ix—x). 
According to McKenney, ın the course of these investigations the project team 
conceived a paradigm for excellence in IT implementation which they call the cascade 
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phenomenon: this consists of a series of five phases — the recognition of an IT crisis, 
building IT competence, expanding the use of IT, using IT to shape strategy and 
structure, and finally the adoption of a pro-active IT strategy to maintain competitive 
advantage. To test this paradigm, the group examined three further case studies — 
American Hospital Supply, the Frito-Lay snack-food company and USAA Insurance. 

The prime purpose of this book is not history for its own sake, but rather to inform 
current IT practice through the lessons of history. As a consequence, the book has a 
number of shortcomings when considered purely as history. For example, the book has 
a Whiggish tendency and a point of view that reflects the authors’ early 1990s 
perspective. This impression is reinforced by a relentless business-school prose style 
that contains gems such as ‘in modern jargon, one could suggest that these firms 
reengineered their systems to transform their organizations into a lean, competitive 
force’ (p.xi), which are not calculated to endear the average historian. More seriously, 
the bibliography is weak by business history standards — most of the endnotes consist 
of internal memoranda of the companies investigated, annual reports, interviews with 
participants, and papers from the contemporary business press. Apart from token 
references to Chandler and Schumpeter, there is little attempt to relate the work to the 
scholarly corpus of business and economic 

Despite these shortcomings, the book is far better than any otber historical 
monograph I am aware of on the use of computers in business, and it is recommended 


as a library purchase. 


University of Warwick MARTIN CAMPBELL-KELLY 


MICHAEL A BERNSTEIN and DAVID E. ADLER (eds.), Understanding American 
Economic Decline (Cambridge: Cambridge University Press, 1994. Pp.xvii + 403. 
ISBN 0 521 45063 2, £35). 


The United States has declined relative to other powers 1n many ways since the peak 
of her global hegemony after World War II. At first this was expected, since no power 
could hope to retain for long more than 50 per cent of world manufacturing. However, 
in addition, since 1973 real wages in America have hardly increased, throwing into 
doubt the central premise of the American Dream. While clearly still an immensely 
wealthy and powerful society, the United States has for many years demonstrated 
worrying social problems. These essays by some well-known ‘non-mainstream’ 
economists are an excellent introduction to this very important topic. 

Nearly all the contributors juxtapose the relatively golden period of the 1950s and 
1960s, with the more gloomy years since 1973. Bernstein outlines the historical record 
over the 40-year period, detailing the decline in many variables. David Gordon argues 
that the implicit social contract between employers, citizens and government that 
underlay the earlier prosperity bas broken down, and has been replaced by costly and 
unproductive enforcement and security mechanisms. Lazonick, taking a longer view, 
suggests the factors making for value creation by the leading actors in American 
industry in the early twentieth century have fallen recently relative to those working 
for value extraction. The great entrepreneurs have been replaced by Wall Street 
operators. Jane Knodell examines the way in which the very successful New Deal 
reconstruction of the American financial system now seems to be failing the nation. 
Galbraith and Calmon argue frighteningly that for certain American industnes — for 
instance basic assembly — there is NO wage point sufficiently low to deter foreign 
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competition but, reassuringly, that more advanced American industries MAY continue 

to succeed — IF they can keep ahead of the game — IF they receive appropriate 

government support. Hart attempts a simple comparative analysis of American decline 

in three major industries. The secret the Germans and Japanese seem to possess, but 

the Americans and British lack, is the appropriate combination of ‘State Societal 

Arrangements’ — the desp-rooted balance between the major actors in society 
overnacht business. laboui 

Eripe 19805 inevitably aeie ai i a VaT ad Baie 
credit Reagan with honest motives, but argue that the supply siders failed to deliver the 
promised additional investment. Blecker argues that the shortfall in savings, which is 
normally seen as a major contributor to decline, is in fact a symptom rather than a 
cause. Badgett and Williams discuss the effects of the 1980s on racial and sexual 
inequality. Katherine Newman's interesting casay uses some quite touching case 
studies to demonstrate the intergenerational effects of tightening markets. The 
immediate post-war generation enjoyed in terms of jobs, housing, security the boom, 
but their children despite obeying all the rules are faring far worse, feeding an acid 
reaction. Finally, Bernstein argues, mainstream economists have generally failed to 
analyse these problems because the prevailing concerns and methodology of the 
profession were fixed in the war and post-war boom. 

These essays provide good discussions of post-war success and more receat 
problems. However, they are less useful at determining whether the US is facing a long- 
run climacteric or merely a depressing but temporary oscillation. There is a tendency, 
like Speaker Gingrich, to date all American problems to the mid-1960s. It would be 
equally useful to know if the peculiarly favourable nineteenth-century springs of 
American growth have now run dry. For instance, for over a century the US market, 
enlarged by a vigorous demography, unified by effective railroads, provisioned by rich 
domestic supplies and protected by distance and tariffs, uniquely favoured American 
capitalists. But now nearly all those favourable parameters have changed, and far 
smaller international producers often enjoy equal access and productive possibilities. 
Hence relative stagnation or even decline may be the inevitable lot of the current 
generation of Americans. These longer-run questions also deserve analysis — perhaps 
Bernstein should have widened the discussion in his concluding essay! Nevertheless as 
far as it goes — and many books would have been required to tackle the whole subject 
— this is a very useful collection on a very important topic and should find a place on 
all relevant reading lists. 


University of Leeds J.R. KILLICK 


VICTOR BULMER-THOMAS, The Economic History of Latin America since 
Independence (Cambridge: Cambridge University Press, Cambridge Latin American 
Studies, 1995. Pp.xv + 485; maps; tables. ISBN 0 521 36329 2, £40). 


Most of Latin America obtained independence from Spain and Portugal in the 1820s. 
Contemporary accounts were filled with glowing reports of the prospects of the 
resource-rich, newly liberated countries. This book explains why that early promise 
was pot fulfilled, why the republics failed to make the transition from export-led 
growth in the nineteenth century to self-sustaining development in the twentieth and 
why the gap between Latin America and the high-income economies (and between the 
rich and the poor in Latin America) has widened rather than narrowed over time. 
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By the end of the nineteenth century, the continent had been fully integrated into 
tbe world economy. It was a major supplier of primary products and a large recipient 
of foreign capital. Some areas, notably Uruguay, the Argentine, southern Brazil and 
central Chile, had been settled by Europeans. Ricardian theories of comparative 
advantage that these conditions should have promoted development. 
Instability in the world system, particularly pronounced during the inter-war decades, 
encouraged most countries to experiment with piecemeal policies of forced indus- 
trialisation. These were later consolidated and provided with a tbeoretical base by the 
Economic Commission for Latin America (ECLA, later ECLAC [and the Caribbean]). 
Around the 1960s the high costs of import-substituting industrialisation were 
recognised and many economies subsequently sought an exit from the debt crisis and 
problems of frustrated development in a new version of export-led growth. Professor 
Bulmer-Thomas reviews these phases of Latin American economic history and 
theories of growth. He offers an alternative view of the course of Latin American 
development based on an account of the export commodity lottery, an analysis of the 
mechanics of export-led growth and an assessment of the economic policy 
environment. In addition, he has generated new data on exports to sustain a model 
which explores the relationship between overseas trade and macro-economic action. 

Bulmer-Thomas draws on linkage and substitution concepts to consider the 
domestic multiplier effects of commodity production and institutional theories to 
evaluate the efficacy of state performance. Arguing that comparative economic history 
offers several example of countries that have ‘escaped from the periphery’ — for 
example the USA in the early nineteenth century and the East Asian NICs since the 
1950s — he states that the main reasons for Latin America’s relative backwardness 
must be found within the continent. These have limited the capacity of the republics 
to respond to changes in the global environment. In the language of the new 
institutionalism, Latin American countries have suffered from ‘market failure’ and 
‘state failure’, factors that have resulted in an insufficiency of exports and a tardy 
transfer of resources to the non-export sector. Hence, the challenge of the future is to 
minimise opportunities for rent-seeking and facilitate the transformation of rents into 
technology diffusion and total factor productivity growth. This requires a political 
economy based on greater transparency and accountability at both organisational and 
institutional levels. 


London School of Economics and Political Science COLIN M. LEWIS 


PETER EVANS, Embedded Autonomy: States and Industrial Transformation 
(Princeton, NJ: Princeton University Press, 1995. Pp.xx + 323. ISBN 0 691 03736 1, 
£17.95). 


The focus of this book is the promotion of industrial growth by the state in three newly 
industrialising economies (Brazil, India and Korea), and in particular the promotion of 
local information technology from the 1970s to the early 1990s. Evans is, however, 
concemed with broader themes of development and the first two chapters introduce 
this version of the ideal developmental state (an ideal best approximated in his trinity 
by Korea). He argues that the neo-utilitarlan critique of state-driven policies and its 
focus on self-serving bureaucrats was misguided in that the key question for 

economies 1s not how much (or bow little) state intervention is optimal 
but what form should that intervention take. By ignoring the institutional context of 
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state involvement 1n different economies the neo-utilitarians missed much analytical 
richness and diversity. Evans argues that the ideal developmental state is characterised 
by ‘embedded autonomy’, a combination of state corporate coherence and institutional 
arrangements that allow for continual negotiation between state and society about the 
economic objectives to be pursued and the means of pursuing them. 

The core of this book is a delineation of ‘what kind’ of state involvement, set out 
theoretically and then analysed empirically in chapters 4-8. This delineation 
encompasses four roles the state can play: ‘custodian’ (its role as regulator of the 
economy); ‘denmurge’ (the state as producer); ‘midwife’ (whereby the state induces 
private capital into a new sector); and ‘husbandry’ (whereby the state nurtures and 
promotes the further growth of private capital in a particular sector). Evans argues that 
successful states will rely more on ‘midwifery’ and ‘husbandry’ than on its roles as 
‘custodian’ and ‘demiurge’. He also views the process as a dynamic one; for example, 
In his chosen sector, IT, the (varying degree of) success of state promotion in Brazil, 
India and Korea in the late 1980s gave way to increased internationalism (with links 
with companies such as IBM becoming more important) which 1n turn weakened the 
role of the state in that sector. 

There are some weaknesses. For example, the citation of the role of MITI in post- 
war Japan as the classic example of the positive effect that the developmental state can 
have relies solely on Chalmers Johnson and ignores subsequent critiques; the relative 
immaturity of the IT sector in the three chosen countries, and thus the 1mpossibility of 
gaining a truly historical perspective, is sharply thrown into focus in chapter 8 when 
the confidence and clarity of previous argument is replaced by a battery of questions; 
and, as a potential theoretical construct the ideal set out by Evans seems to rely too 
heavily on a descriptive observation of Korea. However, this is an important book that 
anyone interested in the role of the state in the process of industrialisation should read. 
Its strengths include its clarity of structure and argument, the ability of Evans 
successfully to turn neo-utilitarian arguments on their head (for example be argues that 
a crucial problem facing industrialising countries is not the abundance of state 
bureaucracies but rather their scarcity), and the scope of knowledge displayed about 
both the broader issue of state-societal relations and economic growth and the 
narrower issue of tbe development of the IT sectors in Brazil, India and Korea. 
Furthermore chapter two provides a wonderfully concise and incisive summary of, as 
Evans sees it, the rise and decline of neo-utilitarian views and the re-emergence of the 
comparative institutional approach (a heritage that extends back from Wade and 
Amsden to Hirschman and Gerschenkron to Weber and Polyani), a re-emergence 
consolidated by Evans himself. 


London School of Economics and Political Science PETER HOWLETT 


K.T. ACHAYA, The Food Industries of British India (New Delhi: Oxford University 
Press, 1994. Pp.viii + 316; illus. ISBN 0 19 563418 7, £15.99). 


This 1s a curious volume whose intended readership is difficult to ascertain. It is the 
work of a food industry scientist funded by the Indian National Science Academy as 
part of its long-term project on the history of science in India. At first glance, it should 
be of interest to business historians. It provides a general study of several of the key 
food industries of India during the colonial period as well as some of the less familiar. 
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Thus individual chapters look at, among others, salt, sugar, rice, tea and coffee as well 
as biscuits, soft drinks and vanaspati (hydrogenated vegetable hard fats). The names 
of India's industrial pioneers appear regularly: the great Indian families, the Birlas, 
Tatas, Dalmias and Wadias; the European managing agencies such as Begg, 
Sutherland & Co., Finlay, Muir & Co., Andrew Yule and Shaw Wallace. There are 
interesting vignettes such as the marketing of Brooke Bond tea through postmasters 
and monthly prizes at the turn of the twentieth century or the attempt of the Bombay 
government in the 1930s to establish standard grades for the marketing of eggs. 
Categories included taza (fresh), jalrwala (bloody or spotted) or naram and ganda 
(weak, watery, addled and rotten). During the summer months some 12 per cent of 
eggs in the city's wholesale markets came under the latter categories. 

However, it is not a history of the food industries of India during the Raj. It has no 
introduction or conclusion, no bibliography or list of tables and illustrations. Achaya 
presents a description of some aspects of the individual food industries with few 
comments upon the context in which they developed. He has two general categories of 
industries indigenous to India and those developed to meet colonial needs. Generally, 
though, it 1s left to the reader to analyse the evidence provided. There is a final chapter 
on ‘factors in industrial growth’, but it relies heavily upon the standard texts of Bagchi 
and Ray and the Cambridge Economic History of India and again there is curiously 
little analysis. For :nstance, Achaya discusses the inter-war period in one short 
paragraph, thus omitting reference to the Depression, surely of relevance to a work 
about the food industries. He states that be brings together sources that are not readily 
available. However, most of his material will be familiar to economic historians of the 
sub-continent, since it relies heavily on secondary rather than primary sources. 

Neither 15 this a standard reference work. Instead it is a general survey of some 
aspects of the colonial food industries. Achaya's strength is in his description of the 
technical processes involved in the production of Indian foodstuffs such as gur, paneer, 
arrack (toddy) or muri (puffed nce). There is much that 1s interesting 1n this work but 
it is not served by its poor presentation which includes numerous typographical errors. 
On page 30, for instance, we are told that the number of sugar factories rose rapidly 
after 1932 when the Government of India ‘lifted’ protective tariffs instead of imposing 
them. There is a need for a good history of science of India but would it not be of more 
benefit to the INSA project to fund the work of historians? 

As to the original question of anticipated readership, in his preface Achaya hopes 
that the work will be of ‘some interest to those working in the food industry and those 
concerned with the history of economic development’ (p.vii1). I am afraid there 1s little 
to be found here for the latter. It provides a description of some aspects of the food 
industries of British India. For those with no pnor knowledge of the sub-continent, it 
could serve as a general introduction to the subject, but the specialist reader will be 
better served by the individual monographs consulted by Achaya in the production of 
his work. 


University of Strathclyde + PATRICIA S. COLLINS 
ROBERT FITZGERALD (ed.), The State and Economic Development: Lessons from 
the Far East (London: Frank Cass, 1995. Pp.147. ISBN 0 7146 4638 5, £22.50). 


The papers in this slim volume cover a range of countries in East and Southeast Asia 
(Japan, Korea, Taiwan, Singapore, the Philippines and the People's Republic of 
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China). Discussing both theoretical und empirical issues, the contributions are almost 
all written by recognised authorities on the economies and policies under 
consideration. While there is a tremendous diversity of approach and subject matter, 
together the papers refute the contention that the rapid growth of Asian economies has 
been due to the unfettered operation of the market. Although methods and degrees of 
state intervention may have varied, collectively the authors find a common framework 
in the arguments that have been put forward by writers such as Robert Wade, of the 
state governing the market. Moreover, the case of the Philippines suggests a paradox 
for the liberalist, being the least developed amongst the countries considered, and 
having the least state intervention. An important factor, however, is that these state 
roles have needed to change as the economies have industnalised, and concerns are 
expressed that in the case of Korea, for example, there must be dramatic changes in 
the government—business relationship if success is to be sustained in the future. The 
problems associated with such an adjustment are proving particularly great in the case 
of the People’s Republic of China, where the role of government in the economy has 
changed so dramatically, but it is acknowledged in all cases that the primacy of 
political considerations may render desirable changes extremely difficult. 

As with all such volumes, the papers here vary tremendously in both approach and 
subject matter, and also in quality. The role of the state in Asian economic growth is 
already a well-researched field, and no article that fails to take account of this literature 
and offer new insights is going to be widely used. The Japan paper is conspicuously 
lacking in this respect, and most of the contributions here are not in general weighty 
enough to mean that the book will be used in its entirety for academic purposes. 
Nevertheless, there is in the paper by Tan Kock Wah and Jomo K.S. a good overview 
and review of existing literature and theory, and some ideas may also be gleaned from 
the other papers on the NIEs and the Philippines. The contribution on the People’s 
Republic of China depicts vividly the problems of decentralisation and regional 
competition that have emerged in China during liberalisation. The papers’ focus on 

political and business issues means also that some of the papers will be 
of interest to a wider readership. 

This group of studies first appeared as a special May 1995 issue of the Journal of 
Far Eastern Business, with almost simultaneous publication as a book. Its authors 
bave not been done a service by the failure to modify the original journal format for 
the purposes of book publication. In particular, there is no index and no bibliography, 

that sources cited 1n abbreviated form by some authors are untraceable. 
Surely if it was worth making these papers into a book at all, it was worth this minimal 
amount of extra effort? 


London School of Economics and Political Science JANET HUNTER 


TESSA MORRIS-SUZUKI, The Technological Transformation of Japan from the 
Seventeenth to the Twenty-first Century (Cambridge, New York and Melbourne: 
Cambridge University Press, 1995. Pp.xi + 304; illus. ISBN 0 521 41463 6, £35). 


This is not a work of primary research, but an introductory text that seeks to present 
some of the major features of technological change in Japan over the last three 
centuries. The book’s subject matter is structured around three major themes: the 
interaction of imitation and innovation; the relationship between technological 
developments at the centre and in more peripheral areas; and the existence of networks 
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for innovation. Using these three themes the author traces chronologically the major 
developments in Japan's technological change, particularly with reference to 
manufacturing. The consideration starts with the Tokugawa period (1600-1867), with 
its technological structure geared to product-differentiation rather than labour saving. 
The remainder of the text moves through the imported and indigenous techniques that 
fuelled the growth of a modern manufacturing sector, to recent decades, in which the 
author argues that a key element in the advance of Japanese manufacturing is the 
development of an institutional structure permitting information exchange alongside 
competitive company research. Implicit in much of the text is the belief that the key to 
understanding Japanese technological change is its institutional framework, a 
framework in large part established by the imperatives of late development, which in 
tum set the pattern for post-war institutions and organisations. Also emphasised is the 
importance of the resource scarcity issue, and the nature of Japanese technology 
policy. An important conclusion drawn by the author is that the nature of technological 
development in Japan must cast doubt on the transferability of any Japanese model. 

This is in some ways a frustrating book. While it is quite good at bringing together 
the themes around which it is structured, and contains an immense amount of 
information, it has a tendency to describe how things happened rather than to ask the 
really important question of why they happened. While we are left with a hint that the 
real answer to this is to be found in pre-modern Japan — the Tokugawa connection is 
consistently highlighted throughout the book — the author is at the same time arguing 
against the existence of any straight line between past and present. In some ways, 
therefore, we are left knowing much more that we did before, but still with a very 
limited understanding of why the institutional frameworks stressed here evolved as 
they did. At the same time, however, this is an important book. Little has been written 
on the development of Japanese technology in English, and this is a readable, well- 
informed account which will provide essential background information for economic 
and business historians, as well as other social scientists, and introduce to Western 
scholars and students the work of Japanese historians of technology. In it we have a 
useful synthesis of mostly secondary materials to fill a major lacuna in the English 
language literature. The bibliography is extensive, providing a good guide to further 
reading in both languages. With the exception of one unfortunate reference to Luddites 
and automatic looms on p.1, the information tends to be authoritative and reliable. The 
book 1s for the most part well-produced, although why the footnotes for each chapter 
could not count beyond 99 (reverting to 1) is hard to conceive. 


London School of Economics and Political Science JANET HUNTER 


R KAPLINSKY, Easternisation: The Spread of Japanese Management Techniques to 
Developing Countries (London: Frank Cass & Co., 1994. Pp.xxii + 321. ISBN 0 7146 
4611 3, £35). 


This book expands our understanding of a business phenomenon that has transformed 
perceptions of US economic hegemony and its once-powerful association with mass 
production and ‘scientific management’. There 1s already a large and growing 
literature on the development of lean production in Japan, and there are overviews and 
case studies of its impact upon competitors and subsequent imitators in industrialised 
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countries. The superiority of Fordism, born in the USA, has crumbled before a newer 
manufacturing philosophy, originating from Japan, in recognition of the productivity 
advantages which have contributed so significantly to the post-war success of the 
manufacturing kaisha. While Kaplinsky reviews the history of this momentous 
change, he focuses instead on the spread of Japanese production methods to the 
developing economies of India, Brazil, the Dominican Republic, Mexico and 
Zimbabwe. It is well known that the emergence of lean production in the Japan of the 
1950s and 1960s was conditioned by a shortage of capital, land and storage costs, and 
greater market uncertainties, although the resulting efficiencies, not foreseen at first, 
were learnt slowly and iteratively. There are sound reasons in the proposition, made by 
Kaplinsky, that developing economies have much to gain from Japanese production 
techniques. 

The author's outline of lean production and its origins, to be found in chapter 1, 
rests beavily on The Machine That Changed the World, but it is a useful and clear 
summary of post-war developments in factory methods. He also explores the degree 
to which lean production is culturally specific — a perennial debating point — 
chapter 2 looks at its transfer to British auto-parts maker Lucas. For Kaplinsky to show 
the influence of Japanese organusational technologies in developing economies, he has 
to demonstrate their transferability, but the space devoted to Lucas 
disproportionate and out of context, despite his later investigation of its Indian 
subsidiary. The author is right to remind us that lean production is not a single system 
even 1n Japan. He might bave looked further into why variations have arisen amongst 
the kaisha, so supporting his view that the worldwide application of lean production 
should not be judged according to some 1nappropriate ideal, but according to specific 
market and corporate requirements. 

Not surprisingly, multinational ownership has been a major influence on the pace 
of adoption, as evidenced in India by Modi-Xerox and BTR's Crompton Greaves, and 
by Lucas where work-in-progress is controlled by kanban cards but physically moved 
by ox-cart. The extent to which enterprises are open to international competition or 
bave to cope with unstable markets is another contributory factor. But the active 
commitment of a chief executive or manager has arguably been most critical, and 
largely explains the co-existence of JIT and mass production approaches within 
business groups operating in the same country. It 1s no surprise either that the nature 
of developing economies imposes constraints on the practicability of lean production, 
even if this does not halt its adoption or adaptation. High inflation and negative interest 
rates in Brazil and elsewhere have encouraged speculation in inventories rather than 
the minimisation of stock. The unreliability of suppliers and supplies, especially when 
they are affected by exchange rate instability, has also boosted stock quantities. 
Although lean production is neither capital nor labour intensive in tbe traditional 
sense, it does make a high demand on skill levels. Kaplinsky does not ignore this 
particular constraint, but, given the link between enhanced productivity, training, 
Toulti-tasking, and total quality, Japanese methods do face an especially high barrier in 
developing economies. The book leaves the reader somewhat unpersuaded on this 
point, despite case studies which are also success stories. There are, too, some obvious 
errors in the data, the tables and names, but overall Kaplinsky does provide a range of 
information, international and comparative in its dimensions, which would otherwise 
be hard to obtain. 


Royal Holloway, University of London R. FITZGERALD 
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SEIICHIRO YONEKURA, The Japanese Iron and Steel Industry, 1850-1990: 
Continuity and Dis 7 : Macmillan Press, 1994, Pp.xix + 327; illus.; 
maps. ISBN 0 333 61131 4, £45). 


This book deals with the development of the Japanese iron and steel industry from the 
end of the Tokugawa era to recent times. Yonekura describes the founding of Kamaishi 
Works, Yawata Works, Nippon Steel Inc., and the building of Chiba Works by 
Nishiyama of Kawasaki Steel. The most interesting part of this book concerns the 
period during the Second World War and after. The pre-Second World War period is 
only briefly surveyed, and for those who are familiar with tbe development of the 
Japanese steel industry there is little new. For this reason, the reviewer would like to 
focus on the post- 1946 period. 

In the spectacular post-war development of the steel industry, oligopolistic 
competition played a critical role. Fierce competition among steel firms was created 
by the decision by Nishiyama, the President of Kawasaki Steel, to build a large new 
integrated steel works on the coast near Tokyo, despite the objection of the Ministry 
of International Trade and Industry (MITT). Shortly after, Sumitomo and Kobe 
followed suit, and as a result the Japanese steel industry developed a very competitive 
structure called the Big Six (Yawata, Fuji, Nibon Kokan, Kawasaki, Sumitomo and 
Kobe). The foundation of the Big Six was the main driving force behind post-war 
development and throughout the book Yonekura emphasises the role of private 
business rather than the government’s role. 

According to Yonekura, privatisation and private incentives were the keys to the 
development of the steel industry in Japan. The Yawata Works, the first modem 
integrated works in Japan, became a private concern as Nippon Steel Inc. in 1934, 
although the majority of shares were still owned by the state. In 1950, this firm was 
divided into Yawata Steel Inc. and Fuji Steel Inc. and both were made completely 
private. This privatisation was important, but Yonekura's thesis is that the stronger 
driving force for the post-war development of the Japanese steel industry was 
Nishiyama’s bold decision. Comparatively, the government’s role was played down. 
He insists that what the government learned from the controlled economy during the 
war was that strict government controls should be avoided. MITT’s role thus came to 
be that of a co-ordinator, not an initiator. However, even though MITI did not support 
the steel industry as an export industry in the early 1950s, it helped to nurture steel as 
a strategic industry for other domestic industries. It seems to me that too little 
emphasis is given to the role played by MITI in the development of the post-war steel 
industry in Japan. 

Certainly, ıt is truc that the competitive model introduced by Nishiyama’s decision 
to build his new stee] works was the driving force for Japan’s post-war development. 
But, as Yonekura admits, ironically this situation was induced by a GHQ directive, 
which was a typical American-style regulation policy. The GHQ ordered the 
separation of Nippon Steel into two private firms and it was this that caused the 
decision by Nishiyama to build the Chiba Works. The author considers this to be a 
crucial incident which led to the creation of the Japanese competitive model. Yet these 
incidents paradoxically prove the effectiveness of American-style competition policy 
and it would not be misleading to say that this is a successful instance of it. 

Finally, Yonekura's thesis would have been more persuasive if this book had been 
published ten years ago, with the Intention of explaimng the miraculous development 
of the post-war Japanese steel industry in a high growth economy. However, today the 
Japanese steel companies are facing difficulties, a subject which 1s also dealt with in 
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this book. I believe Yonekura is inclined to be too optumistic, especially with regard to 
the steel firms’ technical application to other fields. Japanese steel firms have 
diversified into other fields, such as semiconductors, computer software, and even 
town development. All such activities, however, have had little success to date. 
Related to this, the author underestimates the importance of market growth as an 
external factor and overemphasizes the importance of investment-driven growth, such 
as ‘investment begets investment’. But when we consider not only the 1950s and 
1960s, but also the 1970s and 1980s, that is, the era of stagnant demand, it is quite 
possible that demand (the market) is the main factor responsible for the basic pattern 
of the development. In general, Yonekura does not give enough attention to the 
weaknesses of Japanese firms, and dwells too much on their strengths. 

Broadly speaking, this book is very thought-provoking, although the author’s 
explanations are not always entirely persuasive. There are a few technical inaccuracies 
such as 'puddling steel’, and careless editing such as found in Table 5.3, but they are 
minor and this is a stimulating book which is worthy of careful reading. 


Meiji University ETSUO ABE 


BYUNG-NAK SUNG, The Rise of the Korean Economy (Hong Kong: Oxford 
University Press, 1994. Updated edition. Pp.xvui + 278. ISBN 0 19 586758-0, £9.99). 


The emergence of the Pacific Rim as the most dynamic region of the global economy 
has attracted a great deal of attention among economists and other academics as well 
as the general public. The post-war period has seen the rise of Japan, the outstanding 
performance of the first wave of Southeast Asian NICs (South Korea, Hong Kong, 
Singapore and Taiwan) and the development of a second wave of NICs (Malaysia, 
Thailand and the Philippines). This has stimulated a burgeoning literature on the 
economic and cultural origins of growth in Japan and Southeast Asia and 1ts general 
applicability to less developed countries (LDCs). It has also initiated a subsidiary 
debate concerning the role of government intervention in industrialisation, based 
primarily on the contrasting examples provided by the Ministry of International Trade 
& Industry in Japan and the more latssez-faire approsch of Hong Kong. 

The Korean economic ‘miracle’ is generally overshadowed by that of Japan, upon 
which it is modelled, yet the more recent development of the southern part of the 
divided Korean peninsula into a nascent economic power is perhaps the more 
remarkable. More than five centuries of inward-looking Confucian during 
tbe Cbosun Dynasty (1392-1910), for which it became known as the Hermit 
Kingdom, were superseded by 35 years of Japanese colonial occupation and 
exploitation which deliberately marginalised the indigenous population. The newly 
Independent Korea emerged in 1945, one of the world's poorest countries, only to be 
entangled in a divisive civil war which became one of the first Cold War 
confrontations between the major powers. Peace 1n 1953 resulted in the geographic, 
political and economic partition of an ethnic, linguistic and culturally homogeneous 
society. Divisien generated mutual suspicion and intense internecine rivalry between 
the ‘two’ Koreas which extended to the race for growth; it was not until the late 1960s 
that the more liberal south was regarded as having achieved economic parity with the 
centrally planned north. Having joined the ranks of the newly industrialising nations 
(NICs) in the early 1970s, the south has continued to enjoy extremely high rates of 
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GDP and export growth and looks set to reach advanced nation status early in the next 
century while the north continues to languish in stagnant isolation. 

This is a partially revised and updated edition of a book, first published in 1990, 
written by a senior Korean academic and former government economic adviser. The 
author provides a comprehensive overview of the origins and nature of the Korean 
economy’s phenomenal performance over the last 35 to 40 years and insights into the 
process of policy formulation and implementation. The first section offers a general 
outline of Korea, its history, including the Japanese influence on management, 
institutions and policies, and the Confucian/Christian nexus of the ‘new’ Confucian 
ethic which is almost unique to Korea. This has come about through the combination 
of Eastern family/collective values with Western goal-oriented values which reflects 
both Korea’s historical links to Confucianism and the more recent influence of 
Christianity which is of a far greater extent than elsewhere in the region. The new ethic 
is argued to have reversed the traditional Confucian hierarchy, in which the status of 
administrators, scholars and farmers was above that of artisans and merchants, while 
retaining the importance attached to education and supporting the extended family. 
The following section provides a more in-depth coverage of the domestic economic 
environment including: a comparative discussion of the growth patterns of Korea and 
Japan; the foreign trade and incentive system; industrial structure and policy; 
economic planning and policy formulation; consumption and savings behaviour; 
equity issues; and the Korean management system. The origins of the dynamic growth 
performance lie in the switch away from the inward-oriented import-substitution 
industrialisation policies followed under President Syngman Rhee to the more 
outward-oriented export-led growth which were introduced under President Park after 
the 1961 military coup. The shift to export-led growth was the key factor in the 
changing composition of domestic industrial output from primary commodities to 
skill-intensive manufactures. The formulation and implementation of industrial policy 
was facilitated by the government's military-based discretionary decision-making 
structures and an empbasis until very recently upon the large trading companies 
(jaebol or chaebol) at the expense of small and medium-sized firms. This tolerance of 
a high degree of industrial concentration, reinforced by extremely bureaucratic 
procedures for new compeny formulation, had important adverse implications for 
competition and, to some extent, income distribution. The Korean management system 
follows a middle path between Japanese and US management styles and exhibits 
characteristics derived from both. As well as embodying tbe new Confucian ethic, it 
also features elements of a military command structure reflecting the high profile of 
former soldiers in both government and industry. The final section covers Korea’s 
extemal economic relations and its prospect for the future. This includes a discussion 
of regional issues and the problems of trade imbalances as well as attempting to derive 
lessons from its growth experience, highlighting the importance of political and 

leadership, government-industry interaction and education. 

This is an intriguing and informative book which provides a useful background to 
the origins and nature of the Korean economic ‘miracle’ and is of relevance to anyone 
interested in the Southeast Asian economic phenomenon, including business 
historians. The text ıs supported by a mass of data on many aspects of the Korean 
economy as well as comparative statistics for other countries in the region. The book 
has its shortcomings — notably a rather repetitive prose style, a preference for some 
sweeping assertions over fundamental theoretical analysis, occasional howlers 
(‘lumbering companies’, p.39) — but that should not detract from its contribution to the 
knowledge of the Korean economy and its informative use of both Korean and 
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English-language source material. Although this is a revised 1994 edition, it makes 
little or no reference to important political developments in both North and South 
Korea as well as the Soviet Union since 1990. 


Lancaster University ROBERT READ 


JOHN A. JAMES and MARK THOMAS (eds.), Capitalism in Context: Essays on 
Economic Development and Cultural Change in Honor of R.M. Hartwell (Chicago, IL: 
Umversity of Chicago Press, 1995. Pp.365. ISBN 0 226 39198 1, £24.75). 


This volume contains a collection of essays that were presented at a symposium held 
at the University of Virginia to celebrate Max Hartwell’s 70th birthday and his 
retirement from formal academic life. Though born and educated in Australia, 
Hartwell has spent much of his academic career at Oxford, where, as Reader in Recent 
Social and Economic History and Professorial Fellow of Nuffield College, he became 
involved ın the early 1960s in the famous ‘standard of living’ debate with Eric 
Hobsbawm. Most undergraduate students of British economic history continue to 
identify Hartwell as Hobsbawm's adversary, an impression that is likely to be 
reinforced by the inclusion in this collection of a paper by Stanley Engerman that 
surveys the recent literature on the specific issue that made him famous. A review of 
Hartwell's writings listed at the end of the volume underlines, however, the breadth 
and range of his interests, with studies of various aspects of British industrialisation 
sitting alongside works on a number of issues in early Australian history. It is 
appropriate therefore that in compiling this volume the editors have included essays 
that not only deal with particular aspects of Britain's experience of industrialisation, 
notably the condition of labour, but also raise questions about the wider relationship 
historically between changes in socio-political structures and long-term economic 
development; or, as Hartwell himself prefers to put it, the ongins of human ‘progress’, 
defined, in his case, as the ‘development of growth in the very long run’ (p.303). 

with essays on labour migration to the city in early nineteenth-century 
Britain (by Jeffrey Williamson), on human capital in advanced societies (Nick Crafts) 
and on savings rates and economic growth in the United States (Lance Davis and 
Robert Gallman), we find essays exploring such issues as patterns of growth in history 
(E.L. Jones), the frontier and the diffusion of growth (Mark Thomas), technological 
change and inertia (Joel Mokyr), the evolution of markets (Douglass North), the rise 
of free labour (David Galenson), cultural and legal influences on capitalist 
development (Stephen Innes, Thomas Laqueur and Gary Liebcap) and tbe impact of 
social expenditure on economic growth (John Wallis). Largely written by economic 
historians born and raised, like Hartwell, outside of Britain, these studies are often 
informed by questions relating to the British Industrial Revolution or, in some cases, 
the evolution of capitalism in former British colonies such as Massachusetts. But, even 
when exploring issues relating specifically to one country or region, most authors seck 
to broaden their perspective by examining the relationship of their particular subject to 
wider questions about the contribution of institutional and legal conditions to 
economic growth and change in history. In doing so, they remind their readers of the 
limitations of some of the narrower economic explanations of historical patterns of 
industrialisation or of differences in rates and levels of development or ‘progress’ 
between the industrialised and non-industrialised parts of the world. The length and 
content of essays varies to some extent, but, given their authors, it is unsurprising to 


BOOK REVIEWS 145 


find that they are invariably of a very high quality and raise important questions for 
historians of all sorts to ponder. In addition, the overall quality of the collection is 
enhanced by the inclusion of commentaries by Hartwell humself on trends in recent 
research in economic and social history, particularly in the areas to which be has 
contributed. 

There is little doubt that this volume will provoke further debate about several 
traditional issues relating to British industrialisation as well as about wider questions 
relating to economic growth and inequality, whether in the past or in the contemporary 
world. It is likely, therefore, to be widely used by economic and social historians 
interested in the problems of industrialisation, including its origins and consequences. 
The emphasis placed in many of the essays on cultural and institutional influences on 
economic development also means that they will provide much food for thought for 
the business historian and the readers of this journal. From whichever perspective one 
views it, this is an impressive collection of essays, and one embellished by Hartwell’s 
own reflections on many of the issues which he has helped to put at the forefront of 
historical research. It is undoubtedly a very worthy tribute to one of the most 
provocative and outspoken economic historians of the English-speaking world in the 
second half of the twentieth century. 


University of Hull DAVID RICHARDSON 


WILLIAM LAZONICK peur aes MASS (eds.), Organizational Capability and 
Competitive Advantage: Debates, Dynamics and Policy (Aldershot: Edward Elgar, 
1995. Pp.xxv + 646. ISBN 1 85278 T16 7, £125). 


This volume forms part of an extensive series of readings, the Elgar Reference 
Collection, that is increasingly visible on the shelves of academic libranes. As No. 11 
of a sub-series, the ‘International Library of Critical Writings in Business History’, it 
covers a topic which one of the editors, William Lazonick, has of late been making his 
own. His earlier works on Britain’s cotton industry, shop floor practices and the ‘myth 
of the market economy’ have nudged him towards the concept of organisational 
capability as the main determinant of a firm’s competitive advantage. That ‘represents 
the power of a specialized division of labour that is planned and coordinated to achieve 
strategic goals’ (p.xi). Given his overriding interest in the dynamics of capitalism, a 
key goal 1s that of evolving new products and processes of ever higher quality at 
steadily falling unit costs. 

To a large extent, Lazonick is elaborating on a concept which had been all too 
prominent in Alfred Chandler's Scale and Scope (1990), but he argues that Chandler 
has failed to tackle the question of why some companies promoted strategies that led 
to changes in structure, while others in the same industry did not. For all hus efforts, 
Lazonick has not really answered the question, since he offers a paradigm rather than 
an analysis. For example, he brushes aside the topic of entrepreneurship, and his 
references to marketing are scrappy. He neglects the implications of the marketing- 
orientated company which concentrates all its activites on gratifying the wants and 
needs of the consumer, so that some organisationally defective firms can survive for 
years by supplying niche markets they have identified. 

The readings in this book are of interest rather than adding all that much to our 
understanding of the subject. Part III, on the ‘dynamics of success’, simply presents 
examples of (all American or Japanese) firms which built up their competitive 
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advantages through evolving and utilising appropriate organisational capabilities. Part 
IV, on ‘policy perspectives’, explores the umplications for policy of adopting the 
concept, Lazonick closing the book with an eloquent plea for appropriate investment 
in organisation and technology so as to reverse US long-term industria] decline. This 
leaves Parts I and II, on historical and contemporary debates. 

In the historical section there are only four readings, which do not make up a 
satisfying whole. Even though the Laronick thesis leads us back directly to Adam 
Smith's concept of the division of labour, no extracts from the Wealth of Nations are 
given. Only Allyn Young, in his 1928 article on increasing returns, even refers to 
Smith's important chapters on tbe subject. Nor is there anything from Marx, who is 
almost wholly ignored in this book. Instead, to open the debate, we are treated to two 
chapters of Alfred Marshall at his woolliest, meandering through such trivia as the 
hawking of canaries and wasting slivers of horn before be arrives at the crucial 
distinction between internal and external economies of scale in production. 

The contemporary debates, too, are a mixed bunch, only a few being mentioned here. 
Laronick's own presentation of the concept to the US Business History Conference of 
1990 could well have been complemented by the pointed but constructive comments of 
Louis Galambos and Richard Vietor at that conference. No one more satisfactorily 
discusses the vexed question of "Why do firms differ, and how does it matter’ than 
Richard Nelson. Chandler, Galambos and Michael Porter are among the other 
contributors, and it seems eccentric to include all six of the critiques of Scale and Scope, 
from tbe Business History Review of 1990, particularty as Chandler's reply is omitted. 
All in all, this is not one of Elgar’s most satisfactory volumes. 


University of Reading T.A.B CORLEY 


RICHARD ROBERTS (ed.), International Financial Centres (4 vols.) (Aldershot 
Edward Elgar, 1994. Vol.1, Concepts, Development and Dynamics. Pp.xxii + 562; 
VoL2, Global Financial Centres. Pp.xxii + 559; VoL.3, International Financial Centres 
of Europe, North America and Asia. Pp.xxli + 600; VoL4, Offshore Financial Centres. 
Pp.xxiii + 607. ISBN 1 85278 758 9 (4-volume set), £390). 


Nowadays any city, of any size, with any sense of self-regard wants to be a financial 
centre. Not just any financial centre, but an international financial centre. This is new. 
Twenty or 30 years ago financial services seldom appeared on anybody's economic 
development plan. But now the whole world has woken up to the income-, and job-, 
generating potential of financial services — especially where they have an international 
dimension. Doubtless there are also dark psychological reasons why cities desire to be 
financial centres, but most of the economists and otbers who contributed to these 
volumes do not dare to pondex what these might be. 

Judged purely from the viewpoint of an economic historian there is very little 
history in these volumes. So recent has the emergence of most financial centres been 
that they have little history. The vast majority of the articles in these volumes have 
been published in the last two decades and a sizeable number in the past six years. 
Most are concerned with issues of location, management, the future and the services 
provided in very recent years. 

Nevertheless, Richard Roberts has performed an enormously valuable service to 
scholarship in drawing these four volumes together. The range of sources upon which 
be has drawn is impressive in both the spatial and the intellectual senses. The 
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typologies which be uses, and which he addresses in separate volumes are (1) domestic 
financial centres serving a national clientele; (2) regional financial centres serving a 
regional (that is, supra-national) clientele; (3) offshore financial centres; and (4) global 
financial centres serving a world-wide clientele. 

Throughout these volumes there are certain themes which emerge as being 
important to the establishment and continued success of financial centres. These 
include good communications (especially telecommunications), available capital 
(including the need for financial intermediation), factor costs and the relative absence 
of government interference (except in the positive sense of low taxation, logal 
protection of capital and a willingness to encourage financial market formation). These 
factors are expecially important in offshore financial centres. Most surprisingly the 
importance of well-educated and trained people receives scant attention from the 
majority of the contributors. 

In Volume 1, on Concepts, Development and Dynamics, the various contributors 
focus on common factors such as international financial flows, communications, 
information technology and the nature of international financial services. The volume 
begins with Philip Davis using industrial location theory to explain the growth of 
financial centres. This might be fine for modem decisions about where to locate a new 
financial institution but this, and many of the other articles in this volume, cries out for 
the Insight of an historian to bring to bear some longer time perspectives. Fortunately 
this is provided by Charles Kindleberger whose 1974 Princeton study, "Tbe Formation 
of Financial Centers: A Study in Comparative Economic History’, is reproduced in 
full. There are a number of points upon which this little study has been overtaken by 
subsequent research — research which it was intended to encourage. Yet it can still be 
read with profit — and great enjoyment, as a somewhat speculative piece by one of the 
few scholars who could bridge the gap between economics and economic history. 

The section in which Kindleberger’s article appears is one of the few historical 
sections in the four volumes. It also contains studies by W.D. Smith on Amsterdam in 
the seventeenth century; Geoff Jones on international financial centres in Asia, the 
Middle East and Australia; and a rather flimsy piece from the Economists Advisory 
Group on the emergence of the City of London. 

Much of the remainder of this volume is concerned with the globalisation of 
financial services. A great deal of this is somewhat futuristic. Many pundits nowadays 
talk about the global village and predict the emergence of a few large players in the 
financial services market who will be able to cater for this village market. It is 
interesting to note that many of the commentators are singing a somewhat different, 
and more sedate, song if their contribution appeared after 1990. The global recession 
was clearly a watershed which altered people's expectations of future developments in 
the world's capital markets. It was a recession in which many of those with the 
potential and aspiration to be global players were severely damaged. 

It is difficult to escape the conclusion that ‘globalisation’ has become something 
of an obsession in the minds of many commentators. Yet no one seems to have tackled 
the question of where the balance lies between providers of global services and those 
who content themselves with a national or regional market. It certainly seems clear 
that most innovation has come from the smaller players. 

‘Global Financial Centres’ ıs the title of volume 2 in the collection. Only three 
cities are considered to be in this category — London, New York and Tokyo. Singapore, 
Frankfurt and Paris may feel a little miffed. Again the predominant obsession is with 
the future. What will these cities have to do to maintain their pre-eminent positions? 
Will they be able to continue to dominate the industry in the light of emerging 
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competition from many other centres? 

The historical dimension on London is provided by Ranald Michie. The first 
chapter of his excellent book on the City of London is produced in full. If only the 
other contributions were able to bring the historian’s long-term view, and shrewd 
assessment of the process of change, to their analysis then the collection would be both 
more readable and more persuasive. For example the piece by Bonetti and Cobham on 
‘Financial Markets and the City of London’ was published as recently as 1992 but their 
specific concerns about the future of London as a financial centre have both been 
overcome in the intervening years. 

The section on New York contains more history than the other sections and the 
selections are well worth reading, although it is somewhat surprising that there is 
nothing from Margaret Myers. One of the more interesting articles 1s by Fred Klostock 
of the Fed. Writing as early as 1973 he correctly identified the beginning of a trend 
towards the globalisation which was referred to in Volume 1. It is fascinating to read 
this insightful analysis of the treads by US banks to open overseas, and for European 
and Japanese banks, in particular, to open in New York. Klopstock was in no doubt but 
that the arrival of these banks in New York transformed the markets there from a 
purely domestic focus to an international one. Although written by an economist this 
article looks to the long-term strategic development and is penetrating in its analysis. 

The contributions on Tokyo are fascinating. Beginning with an historical survey 
by Howard Reed which covers the period 1900-1975, the articles move into the 
complex area of the Japanese domestic capital market and US—Japanese commercial 
relations. The concluding article is really about urban geography and considers 
Tokyo’s role as a world city. 

The volume is drawn to a close with a small collection of articles which look at the 
comparative and thematic issues — the globalisation of finance, the world city hypothesis, 
internationalisation and communications. These are very thought-provoking and will 
reward the assiduous historian who reads them with a view to expanding their range of 
testable hypotheses on the subjects of city development and financial centre growth. 

The third volume in this collection deals with some of the other international 
financial centres of Europe, North America and Asta. It would be unrealistic to expect 
a comprehensive review of all possible candidates in this section bat it would have 
been interesting to read something on Melbourne, Taipei and Edinburgh. By most 
standards Edinburgh is one of the world’s largest regional financial centres, whose life 
assurance and fund-management businesses have always had a sizeable international 
dimension and whose growing role in international custody business has brought 
considerable growth to the city, Yet the only mention which it receives is in an article 
on the rise of British provincial financial centres by J. Lewis and A. Townsend. 

Paris, Frankfurt, Amsterdam, Vienna, Switzerland, California, Chicago, Canada, 
Hong Kong and Singapore all receive attention in this volume. Again the focus of 
many of these articles is on the future. The discipline of the economist 15 to forecast 
the future, The reason that many of them are so bad at 1t is that they neglect the past. 
Very few of these articles make any attempt to address the long-term strategic elements 
in the development of their centres. This inevitably begs the question of how good 
their forecasts are going to be. 

Nevertheless some of them are interesting case studies both for what they say and 
for their methodologies. Of particular interest is Donald Kerr's 1965 contribution on 
the geography of finance in Canada. Beginning from the position that urban geo- 
graphers have tended to ignore finance as an urban economic activity, be assesses the 
ways in which financial intermediation develops in various parts of Canada and takes 
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into account the contribution of hinterlands to the development of institutions. He 
looks also at the different types of financial institution and assesses how they fit into 
the cities which they inhabit. It is a fascinating article and its methodology should be 
a model for studying financial services today. 

Volume 4 deals with Offshore Financial Centres. The first thing that has to be 
learned about offshore financial centres is that they do not have to be offsbore 
(although many of them are). They are simply financial centres which do not have very 
much to do with the economy of the country in which they are located. For the most 
part they deal in currencies other than the domestic one and most of their customers 
are non-resident. They generally enjoy some freedom from normal tax and exchange 
control regunes. This has made them vulnerable to abuse but, curiously, this element 
of their existence receives very scant attention in the articles. Something from Ingo 
Walter on money laundering, for example, would have been a very useful contribution 
to balance this volume. 

Here again Klopsuock from the Fed. gains credit for one of the most lucid 
accounts of the development of offshore financial centres. Writing in the mid-1970s, 
he analyses the factors which were then contributing to the development of offshore 
centres. This is a complex matter, for there were few common threads. Rather the 
liberalisation which was then beginning to be felt in financial markets in many parts 
of the world was giving rise to a range of new financial centres and new products. 

Despite all the futurology in these four volumes, the reader 18 left wondering what 
happens next. Although the focus of tbe various articles is very largely on the factors 
which interest economists and urban geographers it is by no means clear what the 
future holds. There has been such a growth in the provision of financial services in 
recent years that the question must be raised, how long can this rate of growth go on? 
Yet none of the contributors really gets to grip with this as the central question, except 
in individual centres. 

The provision of financial services has only fairly recently emerged onto the world 
stage as an engine of economic growth. What is the limit of the market’s growth? 
Moreover the focus of much of these volumes is on the locus of financial services 
provision rather than on the services themselves. Recent growth in service provision 
has been in two main areas — highly sophisticated products aimed at the top end of the 
corporate markets and retail personal financial services. Most of the problems have 
come in the first area and it would not be too fanciful to predict, with appropriate 
application of histoncal insight, that the bulk of future growth will come In the second 
area as more and more people become more financially sophisticated. Personal 
pensions around the world may yet become the growth engine of the future. 

Much of this growth will occur in regional financial markets. It is a pity therefore 
that Richard Roberts did not add a fifth volume to the collection — one which dealt with 
financial centres on a sub-national basis. The regional financial centre rather than the 
global centre may well bold the future in its hands. 

It ıs difficult to imagine that many business historians will find a great deal to 
interest them in this collection. Two things at least are clear. Much more historical 
study 1s needed on the emergence of financial centres and these volumes will provide 
much of tbe intellectual apparatus to enable this to happen. Secondly, it took an 
economic historian of Richard Roberts’ stature to compile this collection. He has 
&ccomphshed an enormous task. It remains to be seen what use the academic 
community will make of these substantial volumes. 


The Chartered Institute of Bankers in Scotland CHARLES W MUNN 
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Abstracts 


The Unsatisfied Fringe in Britain, 1930s-80s, by Duncan M. Ross 


This article considers the longevity of the criticism that the financial system in 
Britain has failed to provide adequate funding to small or fast-growing companies. 
It considers, first, some of the advantages which an economy might gain from 
having a vibrant and healthy small firms sector. It then discusses the financing 
difficulties faced by small firms and some of the attempts which have been 
undertaken to ‘solve’ these problems. The paper suggests that the size of the 
unsatisfied fringe of creditworthy borrowers in Britain has been consistently over- 
estimated, since none of the ameliorative measures have displayed significant 
success. Small firms may require additional financial provision, but this has to be 
justified by recourse to social welfare and externalities, rather than financial 
efficiency, arguments. 


Small Firm Financing in Sweden, 1960-95, by Hans Sjögren and Sven 
Jungerhem 


This article analyses the financial environment facing small firms in Sweden, 
1960—95. The Swedish approach to small firms makes no clear distinction between 
the functions of non-market and market organisations or between private and public 
lenders. Their typical financial contracts are essentially similar: open-ended and 
based on commercial considerations. The long-standing commitment which is 
observed from both types of creditors implies a continuous exchange of information, 
carried in the form of regional business networks. The two types of organisations 
share risks in the financing of new projects, and the role of bank credit as a signal 
when applying for public credit reinforces the perception of a business network in 
which private and public organisations collaborate. This stresses the importance of 
analysing venture capitalists as an entity rather than as isolated actors. A triad 
relationship between firms, public and private lenders distinguishes the Swedish 
case. The mixture of state-based and market-based finance has a long tradition 
related to the Swedish model of a mixed economy. 


Networks and Venture Capital in the Australasian Pastoral Sector Before 
World War Two, by Simon Ville 


Understanding the reasons for the highly successful Australasian pastoral sector 
requires a consideration of the central facilitating role of stock and station agents 
and pastoral finance companies. This paper analyses their role in the provision of 
finance. The sectoral specialisation of pastoral agents and their close networking in 
rural communities reduced the problem of information asymmetries in credit 


rationing faced by the major banks. By developing long-term and wide-ranging 
business relationships with the farmer, which fostered trust and reputational effects, 
agents were well placed to acquire detailed and accurate client information cheaply, 
which could then be used to screen, monitor, and enforce credit contracts. 


Regional Bank-Induetry Relations during the Mid-Nineteenth Century: Links 
Between Bankers and Manufacturing in Sheffield, c. 1850 to c. 1885, by Lucy Newton 


This article examines the relationships between banks and manufacturing industry 
in mid-nineteenth century Sheffield. It investigates the knowledge base and 
connections of the banks' directors and assesses the extent to which Sbeffield banks 
were part of a regional information network conceming both investment 
opportunities and potential borrowers' creditworthiness. The findings reveal that 
close ties existed between the bankers and their customers. These took a number of 
forms, from interlocking directorships to ownership of local firms. A 
financial/Andustrial network appears to have existed, facilitating information flows 
and business contacts of vital importance in the provision of finance to local 
manufacturers. Moreover, the banks examined appear to have preserved impartiality 
when dealing with manufacturing customers as a whole and, more importantly, 
those 1n which directors were involved. 


Between Markets and Networks: Regional Banks in Italy, by Francesca 
Carnevali 


This article examines the methods by which Italian regional banks reduce 
information asymmetries. It argues that local banks gain information about 
prospective and existing customers through both formal and informal channels. 
Informal information is provided by other institutions that operate, together with the 
bank, within local economic networks. The relations between agents witbin the 
network are understood in their historical context and their regulation is interpreted 
in the light of social conventions. Finally, the paper speculates on whether the 
availability of ınformal information reduces transaction costs, thereby increasing the 
availability of finance. 


Jewish Soft Loan Societies in New York and London and Immigrant 
Entrepreneurship, 1880—1914, by Andrew Godley 


The east European Jews who settled in New York and London in increasing numbers 
after 1880 were noted by contemporaries as being particularly entrepreneurial. The 
explanation offered by commentators at the time emphasised cultural exceptionality. 
This article does not dismiss this argument but seeks, rather, to understand the high 
levels of self-employment among Jewish immigrants by concentrating on the 
economic conditions of the principal immigrant trade — the clothing industry — and 
analysing the impact of innovative financial institutions — the soft loan societies — 
which subsidised immigrant entry costs. 


AB Gust Carlsson, 1880-1990: Networks and Survival in the Swedish Printing 
Industry, by Jan Ottosson and Anders Lundgren 


This article discusses the role of agent firms in industrial networks. Earlier research 
has merely seen the agent firm as an unstable form of organisation, thus ignoring 
their important function as a nexus between producers and customers. The history 
of AB Gust Carisson, an agent firm supplying the Swedish printing and graphic art 
industry with German and American technology, illustrates the role of long-term 
relationships and trust in industrial networks. The ability to handle these complex 
relationships, involving both social and resource exchange in a changing environ- 
ment, suggests that agency firms can bave an important entrepreneurial and co- 
ordinating role in themselves. 


^ ^ 
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Introduction: Banks, Networks and Small 
Firm Finance 


ANDREW GODLEY and DUNCAN M. ROSS 


University of Reading 
Royal Holloway, University of London 


Business historians have been responsible for many advances in the 
understanding of business activity: the context and nature of 
business—government relations, the development of corporate structures? 
and the paths of technological development? are just three obvious areas 
where the impact of painstaking archival research on the academic 
assessment of firm behaviour has been profound. It is, however, something 
of a truism, partly dictated by historians’ unavoidable focus on successful 
firms, that most of the research agenda has been directed towards big 
business rather than small. However, in recent years the focus of policy 
makers and their advisers has switched from big business and embraced a 
recognition of the importance of a healthy small firm sector to the net 
economic welfare of modern industrial societies. This recent consensus that 
small firms are important has given rise to the view that they need 
nurturing.* At the same time, however, representatives of the small firm 
sector have given vent to strong criticisms of the environment in which they 
operate and the allegedly disproportionate costs which they believe they 
have to pay.’ In particular, these criticisms have focused upon the alleged 
unfairness of banks in discriminating against small firms in the provision of 
credit, and they carry a powerful logic behind them. Many small firm 
ventures which would clearly be profitable are unable to raise the necessary 
funding, either because they are unable to provide the collateral demanded 
by banks, or because they cannot afford the interest rate at which the finance 
would be forthcoming in a market clearing environment. Because of the 
small firm sector's dependence (relative to large firms) upon bank-provided 
finance, the constraints of this apparently unfair method of credit rationing 
are disproportionately borne by small firms. 

This is a familiar complaint to business historians. As Ross shows 
below, the current assessment of the role of small firms in the economy, and 
the importance of meeting their capital requirements, bears many 
similarities to a long running debate, which prompted in the United 
Kingdom a series of official inquiries from the 1930s onwards. The first of 
these official reports, from the Macmillan Committee in 1931, highlighted 
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the difficulty which small firms experienced in raising finance for 
investment. The longevity of this debate is, partly, a result of its 
inconclusiveness. Recent theoretical work, however, suggests that the 
notion of a gap in the credit market is probably misplaced. This is because 
the credit market may be in equilibrium when demand and supply are not. 

The apparent gap in the credit market is the gap between the credit 
demanded and supplied at a seemingly stable interest rate. But this is an 
interpretation of the credit market which rests on the assumption that credit 
is a commodity like any other, for which a market-clearing price can be 
found which will allow demand to equate with supply. Credit, however, is 
fundamentally different. In particular the price of credit — the interest rate — 
is not the price paid by the borrower, but the price the borrower promises to 
pay the lender. The relationship between the two is tenuous to say the least. 
But this element of uncertainty alone is not what gives the credit market its 
important characteristics. These are related to the difficulties of reducing 
risk by increasing the price. Again, intuitively, one would imagine that the 
suppliers of credit could reduce their exposure to breaches of promise by 
increasing the price and thus eliminating those who would not be able to 
repay the loan. The flaw in this logic is precisely that those who promise to 
pay more are not necessarily those who, ex post, will actually deliver more. 
Indeed, as Stiglitz and Weiss argue, 


it is not only that those offering to pay the highest interest may not, on 
average, deliver (yield) the highest expected return; but there may be 
systematic reasons for suspecting that those who are willing to offer to 
pay the highest interest rate are not among the best credit risks? — 


This may be because those most likely to accept high interest rates are ‘“risk 
lovers", “opportunists” and "crooks"'.! There are, therefore, two important 
problems with the credit market. In the first instance the promise to pay a 
particular price is not the same as paying it. Credit markets are, therefore, 
characterised by incomplete contracts. Second, increasing the price in an 
attempt to reduce the risk may actually introduce adverse selection and 
incentive effects, thus forcing creditworthy borrowers out of the market, and 
leaving bad risks behind. 

This, then, explains why credit is not allocated in a market with an 
auctioneering process to co-ordinate demand and supply. It also helps to 
explain why specialised market intermediaries are established which ration 
credit. These are banks. The methods used by banks to ration credit seek to 
resolve the problems of asymmetric information and incomplete contracts 
which lie at the heart of successful co-ordination in the credit market. First, 
banks try to screen applicants by sorting them into different categories of 
creditworthiness. Second, they introduce some form of monitoring so as to 
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minimise the risk of moral hazard once the loan has been granted. Third, the 
rough justice meted out and complained of is the sharp end of banks’ 
methods of enforcing contracts. Of course, in the absence of perfect 
information neither the screening, the monitoring, nor the enforcing 
functions can be performed perfectly. The cost of acquiring and processing 
the information required to perform these three functions even imperfectly 
introduces a significant cost element into the intermediation process. 
Moreover, this is a cost which may be higher when banks undertake the co- 
ordination process than when other groups or agents do: partly because they 
tend to be restricted by formal rules and procedures; partly because 
borrowers have an incentive to overestimate the potential returns available 
on the loan. This understanding of how credit markets function points to the 
possibility that banks may be less efficient as intermediaries than other 
bodies. Banks, for example, may not be best placed to acquire the relevant 
information required for screening, monitoring and enforcing, and they may 
not be especially efficient at processing and interpreting the information that 
is available to them. 

As in any market, the crucial function of financial intermediaries is to be 
able to respond to information? The problem in the credit market is that 
important information is extremely costly to acquire and process. Following 
the transactions cost logic which explains the existence of firms as a form 
of organisation to co-ordinate the transfer of economic resources, so the 
high transaction costs associated with acquiring and processing relevant 
information in the credit market allow for the possibility of a number of 
different co-ordinating agents with very different organisational forms.'? 
The organisational forms of credit market intermediaries may be thought of 
as falling along a spectrum. This spectrum reflects the category and amount 
of information available to the intermediary and upon which its allocation 
decision rests." At one end will be institutions dependent upon formal 
quantitative data. Some modern banks may be categorised in this way; they 
apply a common, credit-scoring formula to all cases and so decisions are 
reduced to a simple quantitative equation. At the other end of the spectrum 
would be intermediaries who are able to use other and often informal 
information, usually qualitative, perhaps even tacit, and therefore usually 
particular to specific lenders. This is a category of information which cannot 
be traded. Those intermediaries which are able to utilise this informal 
information may be more efficient than banks in those niches of the credit 
market where such information is valuable. 

Networks may be seen as alternatives to banks as intermediaries in credit 
markets. Certainly, both historically and today networks as organisational 
forms have been seen as important actors in the allocation of scarce 
resources to economic users." The network as an organisational form is 
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distinct from both a firm and a market, in that the actors are not linked by 
specific contracts to some ultimate owner of property rights, as in a firm, 
por are they engaged in an auctioneering process, having to bid for 
resources. Rather, networks are said to co-ordinate resources through co- 
operative strategies, with allocative decisions arrived at by consensus and 
through the pooling of relevant information." For the purposes of this 
volume a more refined definition of networks is unimportant. The emphasis 
here is on the recognition that any number of organisational forms may 
contribute to efficiency in the credit market. The appropriate question to 
address then, is: under what conditions will non-bank organisations, such as 
networks, be more efficient credit market intermediaries than banks? The 
obvious response is to examine a number of more or less incomplete 
contractual relationships and assess whether banks or alternative forms of 
intermediary would be the more efficient co-ordinating mechanism. The 
papers collected here undertake this task; but an analysis of the functions of 
intermediaries, against which we can assess the suitability of different 
institutions, is required. 

First, the function of screening applicants and sorting them into 
categories of creditworthiness is an area where networks may be more 
efficient than banks. This is because of the role of information in assessing 
risk. Increasingly for banks, and indeed for conventional venture capital 
houses, risk is assessed almost solely on the contents of the business plan, 
the borrower's expected rate of return and past performance. The days of 
individual branch managers able to use their own discretion based on non- 
quantifiable data are largely gone. Networks based on personal relationships 
may prove to have a significant advantage as intermediaries, because they 
may have access to more and better information, and they may be able to 
interpret the information more accurately than banks. For example, an in- 
depth knowledge of the family background and personal integrity of an 
applicant may be seen as credible information within the orbit of a local or 
cultural/religious network, but not necessarily in a bank. Use of such 
information, however, would allow for a more efficient screening process. 
Networks based around industry clusters may be better able to interpret 
information concerning the proposed venture than banks. If there is a 
greater supply of relevant expertise in the network than in the bank, the 
former will have a considerable advantage in the screening process. 
However, this also implies a potential limitation to networks' efficiency 
premium. In particular, it would seem unlikely that they would finance 
entirely novel ventures in completely new areas. 

The second crucial function of intermediaries in the credit market is that 
of monitoring borrowers. The nature of asymmetric information in the 
lending process means that this is a particularly difficult and expensive 
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function for banks to perform effectively. Nevertheless, their survival in a 
fractional-reserve system largely depends on their ability to undertake this 
task.'^ Formal information will never be complete, however, and it may be 
that here networks do have a clear and direct advantage over banks as 
intermediaries in the credit markets. The exact mechanism of the 
monitoring function and, thus, the advantage relative to the banks, will vary 
according to the kind of network. Industry-cluster networks will be able to 
monitor borrowers through normal trading activities, for example. The most 
efficient form of monitoring is, however, self-monitoring, in which tbe 
borrower gives the lenders exact, honest and regular reports on the state of 
their investment. 

Finally, intermediaries in the credit market must enforce their contracts, 
sometimes to the disadvantage of the borrower. Clearly, those 
1ntermediaries better at performing the first two functions of screening and 
monitoring loan applicants will be better placed to bring their contracts to 
successful completion. However, there are also grounds for believing that 
networks may prove to be more efficient than banks at enforcing contract 
completion. This is because the normal tools of enforcement used by banks 
(forfeiting collateral and litigation) are also available for use by networks. 
But in certain conditions networks have access to additional tools of 
enforcement varying from the use of shame and exclusion in a 
culture/ethnic-based network to the rather severe punishments meted out by 
criminal networks such as the Mafia and Triads! It is the recent recognition 
of the potential advantages of the more informal methods of fulfilling these 
three functions which has prompted a renewed interest in the role of non- 
bank and informal financial intermediaries in the venture capital market." 

This analysis suggests three distinct lines of enquiry for business 
historians interested in the role of networks in credit markets. First, there is 
the possibility of examining how networks have assessed applicants' 
creditworthiness and, furthermore, establishing whether networks have 
been limited in their funding of ventures by the pool of expertise available 
to them. Second, it should be possible to evaluate how networks have 
monitored their investments and, indeed, what role the commitment to 
prevailing cultural or moral values plays in this area. Thirdly, the techniques 
used for enforcing contracts need to be examined. The crucial issue appears 
to be how and under what conditions networks may be better than banks at 
assimilating, interpreting and acting upon the relevant information over the 
entire lifetime of a loan. 

For business historians, indeed for any researchers interested in this 
aspect of the credit market, the best method of evaluating this sort of 
decision making is to consult the minutes of boards of directors’ meetings, 
to interview decision makers or to consult earlier interviews and 
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testimonies. There is little scope for meaningful quantitative analysis when 
price data are of dubious value. However, the problem which follows from 
this identification of the important evidence is twofold. First, for many of 
the non-bank intermediaries records are sparse and testimonies concerning 
the priorities in credit allocation rare. Second, even where such records 
exist, historians are faced with the problem of the quality of evidence in 
building their case. In the end, all the conclusions by the contributors here 
must remain somewhat speculative. 

Ross, beginning with what he calls ‘Binks’s Law’, suggests that the 
criticisms of the alleged credit gap fall into two groups: those who propose 
that there exists an unacceptably large ‘unsatisfied fringe’ of frustrated 
would-be borrowers; and those who, by contrast, accept the imperfections 
of the credit market and the need for rationing but, rather, uphold the vitality 
of the small firm sector as an external advantage to the net welfare of the 
economy and so worthy of subsidy by the state. In this context, he analyses 
successive attempts by the state and others in the United Kingdom to 
facilitate the flow of credit to small firms. The track record is not 
particulerly good, with some attempts, such as the Loan Guarantee Scheme, 
suffering from default rates as high as 40 per cent. The difficulties of such 
state-sponsored intermediaries were not related to the quality of information 
available to them — Ross shows that agencies such as DATAC and ICRC 
bore considerable costs in screening and monitoring loan applicants — but 
rather to the poor quality of those applicants. The banks, it is true, neither 
trusted nor welcomed these new competitors in the credit market. 
Nevertheless, it appears that the size of the unsatisfied fringe has been 
consistently overestimated. 

Sweden, by contrast, provides an example of successful co-operation 
between the state-sponsored and private intermediaries. Sjógren and 
Jungerbem show how the Swedish venture capital market in the years since 
deregulation has been built upon strong bonds of trust between borrowers 
and lenders. A sample of small firms in Uppland — a representative region 
of Sweden — shows that the Swedish model fosters long-term co-operation 
between the borrower and both private and public lending agencies. Firms 
tended to stay with one bank for many years, enabling the formal market 
mechanisms for loan applications to be supplemented by increasing levels 
of tacit information exchange between the firm and bank. This is 
supplemented by state loans, which from the outset are rationed according 
to an assessment based on informal criteria. This Swedish model appears to 
be successful. Firms are rarely denied credit and credit suppliers rarely 
succumb to opportunistic behaviour. Repeated transactions lead to a very 
efficient venture capital market. 

Ville also emphasises the importance of mutual trust in his analysis of 
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stock and station agents or pastoral finance companies in Australasia. 
Farming was increasingly capital intensive in Australia and New Zealand 
once refrigeration enabled Antipodean farmers to supply the rest of the 
world with foodstuffs as well as wool. Given the scarce capital resources of 
immigrant farmers and the vast geographical spaces, the risk to lenders of 
losing unsecured loans was high. The institutional innovation developed 
there was to utilise what soft and often tacit information was available in 
local farming communities by employing local individuals to act as agents 
on behalf, ultimately, of banks. This enabled the suppliers of credit to 
overcome their major constraint, the lack of reliable information. Agents 
were able to assess individuals’ creditworthiness by conducting a series of 
trading relationships with farmers; supplying them not only with loans but 
also with seedcorn, tools, foodstuffs and so on. Banks, therefore, were able 
to purchase the opinions of individuals who were in close physical and 
economic proximity to their targeted borrowers, and rely on their informed 
judgements. The problem with this relationship, of course, is that it 


substitutes one market imperfection for another: the possibility of ' 


opportunistic behaviour of agents replacing that of farmers. Australian 
banks may have believed that they were better able to screen and monitor 
agents than farmers, although, as Ville points out, the penalty paid by the 
finance providers was that agents were rarely willing to foreclose farms as 
the ultimate form of enforcement. 

The potential for conflicts of interest within the intermediary is one of 
the foci of Newton’s research into the relationships between those 
individuals in Sheffield banks responsible for making lending decisions and 
the borrowers. As Newton points out, early banks in England virtually 
ignored the rate of interest as any kind of help in rationing credit, and 
instead had to purchase information from local business and industry 
leaders about loan applicants. The cost was to allow those who provided the 
information, the local business leaders, the possibility of influencing 
lending decisions to their own advantage. This potential for conflicts of 
interest among the boards of directors of early regional banks has long been 
recognised, but until recently little systematic research on ownership and 
loan linkages between bank directors and local firms has taken place. 
Newton’s results show how qualitative data, such as minutes of board 
mectings and trade directory entries, are able to begin to answer questions 
of the exact mechanisms of credit market intermediation. 

Italian regional banks appear to have been able to avoid such obvious 
problems associated with information gathering through their links to 
various regional information providers within the renowned Italian 
industrial districts. As Carnevali shows, the regulations governing the 
Italian capital market have restricted both the development of the banking 
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sector and the access of small and medium-sized firms to certain categories 
of finance. The regional banks, while not able to operate as conventional 
benks, have nonetheless emerged as relatively efficient intermediaries. This 
is almost entirely related to the externalisation of relevant information. 
Within the Italian industrial districts small firms keep in constant contact 
with various relevant regional industrial associations representing suppliers, 
buyers, creditors and so on. These provide a rich pool of information which 
the regional banks are well placed to exploit. 

Godley focuses on a different form of intermediary — the soft loan 
society. These charitable bodies, responsible for allocating loans at low or 
zero rates of interest, were popular institutions in east European Jewish 
communities before 1940. They were also successfully transplanted to the 
host cities of the Jewish migration movement. In an examination of the 
principal Jewish soft loan societies in New York and London, Godley 
emphasises the importance of trust within the immigrant communities, as 
well as the specific incentives for borrowers not to cheat or falsely default. 
The importance of trust, and of long-term relationships, is further 
emphasised in Ottosson and Lundgren’s article. This focuses on the 
activities of a Swedish printing machinery distributor which was able to 
maintain its independence as an agent firm for a number of manufacturers 
for over a century. Ottosson and Lundgren suggest that the company’s 
position at the heart of a network of long-term, trusting and flexible 
relationships with both suppliers and customers explains why it was able to 
retain its independence for over a century. This is in contrast to standard 
internalisation theory, which would suggest that the company should have 
been bought by one of its suppliers. 

This last paper places information at the heart of its analysis. All of the 
other contributions similarly focus on the importance of information costs 
in determining whether the intermediaries described were able to be more 
efficient than a conventional bank. The nature of the credit market is such 
that the relevant information for lenders is much more complex than that 
contained in, say, a series of price data. Whether these intermediaries were 
able to gather and utilise the relevant information appears to depend 
crucially on one thing. This is trust. The best source of information on the 
borrowers’ ability and intention to repay loans was, of course, the borrower 
him- or herself. Without sufficient trust between borrower and lender, 
however, the lender was unable to be sure of the quality of information 
obtained from the borrower. This is a continuing issue in modern 
economies. ^ The contributions here are attempts to show that the 
difficulties associated with the credit market are not new, and, furthermore, 
that some relatively successful solutions to the credit market dilemma 
facing small firms have been worked out in the past. 
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The Unsatisfied Fringe in Britain, 1930s—80s 


DUNCAN M. ROSS 
Royal Holloway, University of London 


The problem which small firms face in raising finance may be summarised 
in what could be termed Binks’s Law: ‘the smaller the firm, the larger the 
proportionate increase in capital base required to respond to an increase in 
demand, but the lower its ability to command loan and equity finance’.’ 
That this is a generally observed aspect of the operation of credit and capital 
markets is not really in doubt. That it is a problem which needs to be solved 
by outside agencies (for example, the government) has often been asserted, 
but is less clear. Nevertheless, since the report of the Macmillan Committee 
in 1931 the question of market failure in the provision of finance to small 
companies in Britain, and the need for some kind of interventionist solution, 
has been a staple of political and economic discussion.’ 

The Wilson Committee on the Functioning of Financial Institutions 
published an interim report devoted entirely to the question of financing of 
small firms, and argued that intervention might be justified where it could 
be shown either that there existed serious market failure in the provision of 
finance (including unnecessarily high prices as a result of lack of 
competition in the banking sector) or where positive externalities in 
'competition, innovation or job creation' would arise from developing and 
nurturing a vibrant small firms sector.‘ There are two approaches here. The 
market failure approach postulates that the population of rejected applicants 
for funds in the credit and capital market, ‘the unsatisfied fringe of 
borrowers',* consists mostly of good projects which would return a profit 
and that their rejection represents an absolute loss to the economy. The 
second approach, which stresses the externalities which it is thought may be 
reaped from small or rapidly growing companies, views the unsatisfied 
fringe as a set of projects, the average returns from which would be less than 
the opportunity cost of using the capital to invest in them. However, the 
social returns from their operation — in terms of employment generated, 
enhanced competition or new and innovatory technologies and processes — 
might justify the commitment of additional resources from the public purse. 

The paper proceeds as follows: section II considers the role of small 
firms in the economy, in particular the extent to which positive externalities 
might exist. It will also, however, question whether the concept of a 
homogeneous small firms sector is a useful one. Section III discusses the 
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possibility of market failure in the financing process. Section IV looks at 
some of the private and public sector solutions to this perceived problem. It 
is argued that while the extent of market failure has generally been 
overstated, largely due to a misunderstanding of the process of financial 
intermediation in Britain, there is still scope, under certain conditions, for 
intervention to make a positive contribution to financing. Section V 
concludes the argument. 


II 


Large companies have some unique advantages and bring a number of 
important benefits to an economy. It is only in very large firms that 
economies of scale in production, distribution and marketing are 
maximised, driving down unit costs in many manufacturing and service 
industries. Economies of scope, too, have an important explanatory function 
in the emergence of the modern corporate giant. Pursuit of these economies 
has been the major priority of industry throughout much of the twentieth 
century, even as they have become more elusive. The limits to continued 
attainment of marginal economies have been elucidated most eloquently by 
Williamson.’ Two characteristics pertain. The first is that managerial 
complexity and constraints on individuals' ability to assimilate vast 
quantities of information impose a limit on the extent to which companies 
can develop in a conglomerate fashion. The second restraining factor is that 
many activities can be conducted most efficiently on a small-scale, niche or 
close-to-the-customer basis. For many large firms, subcontracting has 
replaced internalisation as the most efficient and attractive way of 
conducting aspects of their business.‘ 

Economies of specialisation could be seen as the counterpart to 
economies of scale and scope, and in this sense they provide at least part of 
an explanation for the existence of both large and small companies in 
modern economies. Bannock, indeed, has recently suggested that scholars 
should seek to develop a theory of the complementarity of small and large 
firms.’ The dynamic element in small firms, which is at the root of the view 
that they have a positive role to play in the process of economic 
restructuring and fostering of enterprise, is otherwise missing, however. It is 
the element of entrepreneurship, widely defined, which has convinced 
policy makers and others of the importance of this sector in the maintenance 
of a vibrant economy. Though the links between entrepreneurial activities 
and economic restructuring have not been found to be necessarily direct," 
there are a number of distinctive ways in which small firms may contribute 
to the process: 
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(a) small firms are generally more flexible in responding to changes 
in market conditions. 
(b) Small firms provide the locus for employment creation in a period 
of structural change in an economy. 
(c) Small firms contribute to structural and technological change by 
developing new technologies or processes. 
Within the ‘competitive forces’ framework which Michael Porter has 
suggested as a tool for analysing levels of competition and efficiency within 
an industry, new entrants have a crucial role to play.’ This is derived not 
only from the continuous attempts to find new market niches which 
characterise many industries, but also from the restraints which small 
companies put on their larger competitors’ ability to fix prices or carve up 
market share.” Barriers to entry and exit are more likely to appear in 
cartelised or atrophied market structures, while small firms are usually to be 
found in highly competitive, low concentration industries where high levels 
of firm turnover will reflect responsiveness to fluctuations in market 
conditions." There is clearly some tautology in this argument; nevertheless, 
small firms do appear to have a significant contribution to play in terms of 
maintaining and reinforcing competition. 

It is job creation which invests small firms, with much of their political 
as well as economic significance. Stanworth and Gray suggest that 
employment is the 'primary practical justification' for framing policy 
specifically in terms of small firms." In Britain, the share of small 
companies in total manufacturing probably reached its nadir at the end of 
the 1960s. It began to recover slowly, and then with increasing speed from 
the end of the following decade. The most rapid growth in small firms’ 
employment share occurred in the second half of the 1980s." Table 1 
illustrates the concentration of job generation in the smallest firms between 
1987 and 1989. These data illustrate the contribution that small companies 
made to the economy in terms of employment, and suggest that to 
encourage this sector is to discourage stasis. 

It is difficult to estimate accurately the role which small firms play in 
technical innovation and change. Obviously, large firms derive a significant 
advantage in capital intensive industries from the vast sums which they are 
able to devote to research and development. However, it is in this area that 
the advantages of specialisation, in addition to economies of scale, may be 
most marked. Concentration on nicbe products or markets might provide 
very high rewards for small companies. An original approach, or perception 
of previously unexplored possibilities, is more likely to come from outside 
large companies’ research budgets.“ The characteristics of small firms may 
play a role in explaining this. Structural features such as a flatter reporting 
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pyramid, cellular organisation and high levels of communication in both 
directions in smaller companies may be more conducive to innovation and 
development. The House of Lords Select Committee on Science and 
Technology reported in 1991 that large firms which tended to be successful 
innovators had attempted to emulate this form of organisation.” Rothwell 
makes the distinction between innovating unit and firm size and his 
evidence confirms the view that over the post-war period innovation in 
Britain has become more concentrated in smaller units (subsidiaries, 
divisions and so on) regardless of individual firm size. However, in the 
process of vertical integration, the market imperatives driving innovation in 
small firms may be replaced by low-level bureaucratic incentives. This is 
likely to have a seriously detrimental impact upon the development and 
introduction of new technologies or processes even in small units or small 
firms. Reid and Jacobsen concluded that small size, entrepreneurship and 
innovation were ‘natural correlates". 


TABLE 1 
NEW JOB GENERATION BY SIZE OF FIRM, 1987-89 





Jobs 

Size band Share of Share of 1987 Fertility 
(employees) (000s) total (%) jobs (%) mdex* 
14 357 31.7 8.3 3.8 
5-9 106 147 10.6 14 
10-19 92 82 13.4 0.6 
20-49 76 6.7 9.0 0.7 
50-99 84 75 8.0 0.9 
100-499 123 11.0 13.8 0.8 
500-999 55 48 37 13 
1,000> 175 15.4 33.4 05 
Totals 1,127 100.0 100.0 


Notes: a: The fertility index 1s derived by taking tho ratio of cach size band’s share of net job 
generation to ts share of total employment in 1987 

Source. M Daly, M. Campbell, G Robson and C. Gallagher, ‘Job Creation 1987-89. The 
Contributions of Small and Large Firms', Employment Gazette (1991), Table 1. 


Rothwell’s study contrasts the behavioural advantages of small firms — 
flexibility and adaptability — with the material advantages — financial and 
technical resources — of large companies. His conclusions confirm the 
impression that in industries with low entry costs and well-defined market 
niches, such as scientific instruments and specialist machinery, small and 
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medium enterprises contribute very significantly to levels of innovation. By 
contrast, in research and development-intensive industries such as 
pharmaceuticals, aerospace and motor vehicles, their contribution is much 
smaller.'* Innovations, however, are not the same thing as structural change. 
The view that there is a 'natural' process of economic regeneration arising 
from the emergence of small firms during a recession, which is often cited 
as one of the main contributions of the sector, has considerable flaws.'? This 
is particularly true given that, in looking at small firms, we are not dealing 
with a homogeneous 'sector'. Although small firms in the same industries 
are likely to display similar characteristics, the idea that all small firms 
experience the same problems or tackle difficulties in the same manner is 
clearly unworkable. 

In an important recent study of 1,095 small firms (fewer than 50 
employees) used by the Department of Trade and Industry and carried out at 
the Aston Business School in 1991, 604 were referred to as 'future growth 
oriented'. This was defined as 'planning to introduce a new product or 
process or to carry out a major new investment in the next three years'.? In 
the same survey, 171 firms had carried out such investment in the previous 
three years. That left 315 firms, oz about 30 per cent of the sample, which had 
neither carried out investment in the last three years, nor planned to in the 
coming period. This behaviour led to them being classified as non-growth- 
oriented firms. Nor sbould it be thought that all small firms are concentrated 
in growing industries. Fifty-six per cent of the survey were categorised in the 
new or growing industry sector, this leaves 44 per cent of firms in other 
sectors of the economy. One explanation might be that a number of small 
firms are — or were — established as defensive measures, to provide an income 
for an individual made unemployed in a non-growth sector. 

What emerges from this discussion is that while economic/industrial 
theory would have us believe that small companies provide important 
ingredients to the recipe for a healthy and vibrant economy, we cannot 
generalise merely on the basis of size. The usefulness of the concept of the 
small firms sector needs to be reconsidered. There are important charac- 
teristics to be found in small firms, but these characteristics are not 
necessarily inherent in the size of tbe enterprise. The characteristics of 
individual firms may be more important than the size or industrial category 
in which they are placed. 


m 


Small companies should not, simply on grounds of size, be assumed to be 
dynamic, entrepreneurial forces for industrial restructuring. The implication 
of Binks’s insight, however, is that some aspects of size may be detrimental 
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to the growth of those firms which seck it. Such considerations might be the 
need to attract a critical mass of skilled labour, or constraints imposed by the 
limitations of their premises, and so on. It is these difficulties on which the 
question of financing has focused. 

There are two main ways of obtaining external finance — firms can issue 
equity or other securities, or they can purchase debt. Because much of the 
debate about financing of small companies is couched in terms of market 
failure, there is also held to be a role for a third source of finance — 
government subsidies. 

There are three key problems in the issuance of equity. For small 
companies it can be very expensive relative to the amount of capital being 
raised; there is a threshold level below which the costs of making an issue 
would render it uneconomic. The second problem is that even a modest 
issue may cause a significant and unwanted loss of ownership or control. 
The third basic problem for small companies raising equity is finding 
sufficient investors. The costs to investors of collecting and assessing 
adequate information on small or newly quoted companies are prohibitively 
high and there is a recognised difficulty in channelling finance towards this 
sector. Proponeats of the equity gap thesis in the UK, however, have argued 
that there is an institutional failure in the provision of finance to small 
tompanies born of innate conservatism, excessive risk aversion and an 
unwillingness, rather than genuine inability, to evaluate prospective 
investments efficiently." An important task lies in estimating the extent to 
which the real problems of information asymmetry and monitoring 
difficulty have become an excuse for lazy and inefficient investment 
strategies. 

Debt is a more attractive form of finance for small companies — it is 
cheaper, it is more accessible, and it does not, in most circumstances, 
involve surrender of any ownership rights.” It remains true, of course, that 
companies need to convince investors to provide finance. Most firms in the 
entrepreneurial, start-up state, have no track record of success which they 
can use to convince their banks that they are a good risk. The costs to the 
bank of obtaining ex ante sufficient information on which to base a lending 
decision, and of implementing ex post monitoring procedures to ensure 
efficient use of the finance provided may be prohibitively high.” According 
to Stiglitz and Weiss, the presence of adverse selection and moral hazard 
effects in a market with asymmetric information will lead to rejection of a 
number of potentially profitable projects." A further problem posited by De 
Meza and Webb is that information asymmetries may lead to an over-supply 
of credit and low quality projects being funded.” These problems, of course, 
may not be mutually exclusive.™ 

Banks respond to the information asymmetries inherent in their role as 
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lenders in three ways. First, they impose an interest rate premium on small 
companies, which can be justified by noting the higher average exposure to 
risk of loss which this sector introduces. This has generally been set at 
somewhere around two to three percentage points.” Second, banks ration 
credit — they exclude those borrowers which have the highest levels of risk 
attached to them. This is done regardless of the interest rates which 
applicants may be willing to pay. Since unquantifiable risks are treated as 
high risks, those firms which have the highest levels of information 
intensity are those most excluded from funding by this action. This problem 
can be resolved to some extent by the bank requesting collateral on which 
the loan can be secured — in the event of default, the bank then has an asset 
which will protect it from loss. Collateral may also act as a signalling 
device, providing information to the bank on the liquidity or solvency of the 
company, or its ability to raise finance elsewhere. Again, this operates in 
such a way as to exclude small companies, many of which will have 
insufficient assets to offer as collateral to a prospective lender. It has also 
been argued that the British banks' traditional 'hands off' approach to 
industrial lending means that their loan evaluation criteria focus on the 
carcass value of the tangible assets offered as security. This capital-gearing 
approach, which requires security ratios in excess of 100 per cent, is 
contrasted with the income-gearing approach which is generally ascribed to 
Continental European Universal banks, and which allows greater emphasis 
to be placed on the income-generating potential of specific projects.* This 
latter approach, it is argued, greatly favours small or start-up companies, 
since it mitigates some of the track record and physical collateral 
problems.? Debt gaps remain for small companies in Britain, which may be 
tackled by the use of personal collateral; the pledging of a house or 
insurance policy as security. The erosion of limited liability which this 
represents, however, gives cause for concern. 

The existence, then, of the unsatisfied fringe of borrowers could be 
construed as evidence of a rational credit market identifying and excluding 
those applications with high levels of either risk or information asymmetry. 
It is certainly not clear that it represents market failure in bank lending, 
since deposit banks' primary responsibility is to those from whom they 
gather funds.” One of the key findings of the credit rationing literature is 
that unsatisfied borrowers are present in equilibrium. This presupposes, 
however, that the banks' risk assessment procedures function at an optimal 
level, when it may be that their perception of risk is simply too conservative. 
The issue here is similar to that of the provision of investment capital: at 
what point does a policy of rational risk aversion slide into a short-termist 
approach or an unfounded bias against small firms? 
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IV 


As noted in the introductory section, these controversies have a long history. 
The Macmillan Gap as first identified in 1931 was an equity gap," and 
equity was where financial institutions directed their attention. Unit and 
investment trusts had become popular forms of mobilising savings in 
Britain from the 1920s onwards, and the Macmillan Committee gave them 
a fillip. They tended to have fairly small capitalisations, however, and the 
difficulty of reconciling the competing aims of risky investment and safe 
returns for their shareholders meant that ‘as far as the finance of small and 
medium-sized companies is concerned, the Macmillan Gap, the contribu- 
tion of investment trusts does not even feature’.* 

Publication of the findings of the Macmillan Committee was quickly 
followed by advice from Henry Clay that subsidiaries of existing financial 
institutions should be established specifically to focus on channelling 
capital to small and medium-sized companies.” Leadenhall Securities 
(established by Schroeders) and Charterhouse Industrial Development Trust 
(set up by the Charterhouse Group) represent two attempts to meet this 
perceived demand, although their success was extremely limited. The focus 
on equity issues meant that the smallest companies remained excluded even 
from this expanded remit. Moreover, in these cases as in others the need to 
provide a secure dividend for their parent companies greatly reduced their 
effectiveness as risk-takers." The one institution which attempted to direct 
its attention towards the provision of loans to smaller companies, Credit for 
Industry Ltd, was similarly unable to locate many customers for its services. 
Although keen to lend sums of between £100 and £50,000, repayable over 
periods of up to 20 years, the profit records and collateral which it required 
before entering into any agreement acted as constraints on its ability to 
break down existing market boundaries. 

A similar inability to identify and harvest safe returns by placing small 
companies at the centre of an investment strategy has hampered the recent 
operation of the venture capital industry. An import from the United States, 
the industry grew rapidly throughout the 1980s. Fewer than 20 firms 
invested a total of £7 million in 1979; less than a decade later the British 
Venture Capital Association had more than 100 members, which together 
were responsible for mobilizing in excess of £1,500 million per annum. 
Venture capital has been defined as 'the support by investors of 
entrepreneurial talent with finance and business skills to exploit market 
opportunities and thus obtain long-term capital gains'.* An important 
component of this is that it contains reference not just to the provision of 
finance function, but also to entrepreneurial and business support. Venture 
capitalists saw themselves as entrepreneurs creating markets and helping to 
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develop new kinds of investment and investment products as well as new 
firms and industries.” 

Changes in the financial markets in the 1980s were part of a process of 
economic restructuring, in which the encouragement of small companies 
was supposed to play a significant part. Corporate restructuring via 
management buy-outs and buy-ins in the 1980s quickly came to replace the 
seedcorn funding which the venture capital industry had set as its main task. 
An early survey noted that, although significant profits could be made from 
management buyout business, it ‘cannot strictly be called venture 
investment'." Coopey and Clarke’s discussion of the industry in the early 
1990s makes two main points. The first is that the high-risk, hands-on focus 
of the industry was quickly lost amid pressure from institutional suppliers 
of funds to demonstrate performance at least equal to the available 
alternatives. The long-term nurturing perspective of venture capital 
investment was extremely short-lived. Secondly, they argue that there were 
too few investment opportunities with sufficiently high levels of potential, 
growth to maintain the frenzied level of activity of the late 1980s.” 

The conflict between risk and returns which apparently caused the 
equity gap appeared to remain intact despite the attentions of venture : 
capital. The difficulties in overcoming this conflict by traditional means . 
have led to the growth of a number of matchmaking services, such as the 
Local Investment Networking Company, and the subscription service 
Venture Capital Report, which seek to bring together entrepreneurs with 
‘business angels’ — financially secure, sophisticated individuals anxious to 
devote part of their wealth to funding speculative investment projects. Two 
key issues are suggested by this. One is that developing networks of wealthy 
individuals may be an efficient way of reducing and overcoming the very 
high levels of information asymmetry which prevail in this market. By 
augmenting formal information flows with informal contacts, 
recommendations and introductions, the very high costs of effective, large- 
scale credit screening can be reduced. The second is that this sector of the 
market deals with average levels of risk in excess of those which would be 
considered acceptable by any institution responsible for depositors’ or 
investors' funds. Indeed, the main authorities on this market have argued 
that ‘the institutional venture capital industry is not a realistic proposition 
for the vast majority of SMEs'.* 

Private sector attempts to resolve the risk/safety dichotomy in lending 
and investing in small businesses have, it would seem, consistently failed; 
public sector approaches may then be warranted. If the allocation of 
resources which results from the existence of unsatisfied borrowers can be 
described as less than Pareto-optimal, then it can be argued that some kind 
of market-failure exists, and there may be a justification for government 
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intervention in the credit market. It is important to be aware, however, that 
any such justification has to be based on the externalities or additional social 
welfare which would result from intervention, rather than on improvements 
to, or more efficient operation of, the capital and credit markets.“ 

The failure of the venture capital industry to address the smallest end of 
the market, along with the identification of a debt gap by the Wilson 
Committee led to the creation of the Loan Guarantee Scheme in 1981. This 
scheme provided a government guarantee to banks of up to 70 per cent of 
loans up to £100,000. In the initial phase of this scheme, around £500 
million was lent to 15,000 businesses, indicating a large pool of potential 
borrowers. The default rate, however, reached as high as 40 per cent; one 
analysis concluded that the two most important characteristics of defaulting 
companies were limited liability status and an absence of personal assets 
pledged by the borrower.” These indicate the impact of moral hazard and 
adverse selection effects; defaults were higher where the borrowers had 
least to lose. Not until greatly tightened standards of creditworthiness and 
assessment were introduced did the default rate fall to a more acceptable 
level. The author of this assessment concluded that the problems 
experienced by small firms could be explained ‘by the way in which 
transaction costs drive a wedge between the net retum to the investor and 
the cost of finance to the firm'.9 It is precisely these monitoring and 
appraisal costs which are highest for small companies. Good quality 
information is the best way of reducing or overcoming these costs and this 
is precisely the role which banks are designed to perform in the credit- 
provision process. Their experience and expertise in gathering and using 
information on their customers is not only a guarantee of the safety of their 
depositors' funds, but a crucial advantage in lending." The implication of 
this is that it would be surprising were banks to be eschewing a large 
proportion of potentially profitable business on the basis of an irrational bias 
against small firms. 

Based on the view that the difficulties of raising funds which many small 
firms faced had implications beyond the operation of the capital market, 
there were three important public-sector responses to the Macmillan 
Committee in the 1930s. The Special Areas Reconstruction Association, the 
Treasury Fund and the Nuffield Trust all combined efforts to divert funds 
towards these companies with regional policy; businesses in the recently 
identified depressed areas were to be assisted in raising both debt and equity 
finance. The overriding priority in all these cases, however, was to avoid 
any suspicion of subsidy. They were to charge market rates of interest and 
apply standard, market-determined criteria of creditworthiness in screening 
applicants. Their contribution to alleviation of the Macmillan Gap was, 
partly in consequence of these restrictions, minimal.” 
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The inter-war attempts to intervene in the capital and credit markets did 
have one important repercussion, however. Much wartime reconstruction 
thinking focused on the same questions and two significant institutions were 
created immediately after the war. The Development Areas Treasury 
Advisory Committee (DATAC) continued the regional policy aspect of the 
response. This body was to act as an advisory committee on providing 
grants and loans to companies in the development areas. It could deal only 
with those unable to raise funds from any other source and throughout the 
period from 1946 to 1958 it operated as a useful, if only very marginal, 
addition to the financing options of small companies.“ One of the important 
aspects of DATAC's operation throughout this period was that it provided 
funds only after a very thorough investigation of the technical and 
managerial, as well as the financial, facets of an application. It was willing 
to appoint specialist staff to assist in preparing or re-drafting applications, 
and to provide a high degree of continued care and monitoring to ensure that 
any evidence of non-performance could be picked up and problems rectified 
as early as possible. Even with this level of screening and monitoring, . 
however, the default rate on DATAC loans in 1956 and 1957 — the years : 
when government lending restrictions bore most heavily on small 
companies" — was greater than 15 per cent, indicating not only the impact 
of the credit restrictions, but also the poor = of the material with which 
they were dealing.* 

The relative success of the Industrial and Commercial Finance 
Corporation (ICFC), the other post-war initiative in financing small 
companies, was based on the same principles of careful screening and 
extensive monitoring. This institution was created immediately after the war 
as a result of powerful lobbying by the Bank of England, partly that the 
banking system should be seen to be actively tackling the issue and partly 
to avoid direct government intervention. Extensive discussions in the 
Committee on Post-War Employment, the Committee on Post-War 
Domestic Finance, the Economic Section and the Bank of England had 
made it clear that some kind of official assistance to direct finance towards 
small companies would be a priority immediately after the war; the clearing 
banks were persuaded that their interests would best be served by voluntary 
acquiescence rather than having an institution imposed upon them by 
government.” 

The ICFC was designed precisely to meet the needs revealed by the 
Macmillan Gap. It was to provide medium or long-term capital in the form 
of both loans and equity investment up to a level of £200,000. Its capital 
was provided by the Bank of England and the clearing banks, and the 
perception in the first instance was that cases would be referred to the ICFC 
by the clearing banks. There are three important threads which run through 
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the early history of the ICFC, however. The first is the clearing banks’ 
hostility. Despite being the shareholders of the new company, the banks 
recognised that any obvious success on its part would undermine their own 
claims to be meeting all legitimate and creditworthy requests for funding. 
They responded by referring only very poor quality applicants to the ICFC.” 
Part of the difficulty was that, beyond the share capital, the ICPC could raise 
funds only in the form of loans from the banks; this was solved when in 
1959 it was allowed to make a public issue of debenture stock, thus 
establishing some independence of both financing and operation. 

The second important aspect of the ICFC's survival in the 1940s and 
1950s was the protection and patronage of the Bank of England. The 
Corporation owed its existence to the force of the Bank's arguments in 
1944, and frequent recourse was made to the Governor's office in the 
disagreements between the company and its shareholders. Coopey and 
Clarke argue that without the guardianship of the Bank, the ICFC would 
certainly have been extinct long before it was able to raise its own funds.? 
Partly, this was due to the modus operandi which it adopted. The [CFC 
faced the standard difficulty of ‘additional’ financial institutions; focusing 
on those applications for finance deemed unworthy by the market while at 
the same time limiting the extent to which it attracted clearly unsuitable 
candidates. It was not the ICPC’s business, they were clear from the very 
start, to provide ‘what the Americans call risk capital';" in 1948, a memo- 
randum outlining the various classes of business to be avoided included sub- 
contractors, single-product manufacturers and small businesses, many of 
whom were considered 'inherently unstable and not a suitable medium for 
long-term capital’.* 

The ICFC's main constituency, therefore, was not start-ups or very small 
companies, but established firms seeking expansion finance. In order to 
service this market niche effectively, it was clear to those involved that 
extremely detailed assessment of applications would be necessary; technical 
investigation by in-house industrial consultants, detailed non-financial (as 
well as accounting) appraisal and personal interviews were all carefully 
conducted. Individual controllers helped to draft and support applications 
but no finance could be sanctioned without the detailed examination and 
approval of the cases committee, and no funds were provided without 
considerable and long-term monitoring from the After-Care Committee.* 
Further, a network of regional branches was established to integrate the 
corporation more fully with local business networks, which provided 
detailed knowledge of local economic conditions. 

The ICFC's characteristics in this period were freedom from the need to 
return a short-term profit, recognition of the necessity of establishing 
detailed and effective screening and monitoring procedures, and protection 
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from the Bank of England within which it could establish its position and 
working practices. These characteristics are precisely those which the 
discussion of alternative interventions in the credit market has suggested are 
necessary for successful operation. Despite the difficulties in the wider 
credit market, a niche was identified, a reasonable — though not particularly 
high — amount of business was undertaken, and ICFC was able to establish 
itself throughout the 1960s and 1970s as a successful provider of loans and 
capital to small and growing companies.” The lesson of ICFC in this period 
is that reduction of the fringe of unsatisfied borrowers is clearly possible, 
but that it requires significant commitment of resources and the 
establishment of specialist expertise and abilities in the small firms sector. 
Those resources and the creation of this expertise are expensive, however, 
and it is not clear that, without the breathing space and protection provided 
by the Bank of England, they would be considered acceptably priced 
investments. 


y 


This paper makes two related arguments. The first is that the difficulties 
which small firms experience in raising finance do not necessarily arise 
from failure in the capital and credit markets. Rather, it should be 
understood that the higher average levels of risk which attach to firms in the 
small, start-up or growing phase indicate that their exclusion from finance 
may represent a measure of efficiency in those markets. Attempts to direct 
additional flows of finance to the small and medium-sized firms sector have 
generally been based on the belief that the unsatisfied fringe of borrowers 
contained a significantly higher proportion of creditworthy and profitable 
opportunities than optimal. This belief has, on many occasions, been 
unfounded. f 

This is not to argue, however, that the institutions operating in these 
markets have at all times correctly identified the efficient lending or 
investing frontier, Identifying and assisting those potentially profitable 
projects unable in the first instance to command finance is expensive, 
however. The costs of screening, appraising and monitoring projects require 
the commitment of significant resources. Where these resources are 
protected — as in the case of the ICFC — some inroads in the unsatisfied 
fringe can certainly be made. Such protection, however, rests on the strength 
of the externalities argument. Hughes and Storey have noted that 'the 
history of the provision of small sums of equity or seedcorn capital has not 
been filled with success’.” There are two implications of their study, as of 
this. The first is that market failure has not been widespread. The second is 
that some gaps in the financing process remain. These can be filled either 
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by providing subsidies or — which is essentially the same in that it involves 
systematic exposure to high levels of risk — by resorting to informal means 
and eschewing economists’ traditional opportunity-cost and risk-return 
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The small firm sector has been long neglected by academic researchers. 
Small firms have been viewed as embryos of later and more mature stages 
in the development of industrial society. In the perspective of monopoly 
capitalism, they were expected — sooner or later — to be incorporated in 
larger scale enterprises through a process of horizontal and vertical 
integration. However, the interpretation of small firms as a temporary and 
marginal phase in industrial development is difficult to maintain. Small | 
firms have been shown to play a significant role in industrial society. ` 
Furthermore, their substantial contribution to the economy has increased 
during the last three decades.’ 

In the context of Swedish economic and business history, research on 
small companies before the 1970s was largely limited to two empirical 
works.’ After the recession which followed the two oil price shocks, public 
institutions were established to provide financial support and problem- 
solving expertise to distressed small and medium enterprises. In order to 
evaluate this public support, the pattern of research on the topic, particularly 
among business economists, became more intense. A central issue in this 
research has been how to create an institutional platform for the growth of 
innovative small firms. Despite this activity, however, the discussion still 
lacks a longitudinal approach in which structural developments could be 
systematically analysed. To start with, the structure of the Swedish small 
firm sector has to be seen as part of the mixed economy, deeply rooted in 
Keynesianism. Finance of small and medium firms has to be studied 
through the policies implemented by public institutions, which are often in 
turn related to labour market or regional development policies. What 
emerges is that co-operation between public and private lenders in Sweden, 
and the long historical relationship between all borrowers and lenders, gives 
the Swedish economy a certain type of venture capital market, even for the 
hitherto almost completely ignored small firm sector. In sum, contemporary 
and future policies have to be discussed, at least in the Swedish case, on the 
basis of a strong path dependency and a particular political view of the role 
of small firms in the economy. 

The Swedish economy has, to a large extent, traditionally been 
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dominated by large firms. Institutionally, this development has been 
promoted by the economic policy of the Social Democratic Party, which 
was in office continously from the 1930s to 1976, and then again in 
1982-91. In 1990, the 20 largest enterprises accounted for 43 per cent of 
industrial employment. However, only 0.2 per cent of all firms had more 
than 200 employees, and 94 per cent of companies had fewer than ten. A 
common size of a small firm was 2-3 employees, which placed Sweden 
near the average in Europe. Despite a floating exchange rate and a sinking 
krona, from which the large exporting firms have benefited, small firms 
have increased in proportion to middle-sized and large firms during the last 
decade. One reason for the revival seems to have been the recession in the 
early 1990s. Large firms withdrew from marginal markets and released 
labour and other resources, which created opportunities for emerging small 
firms. This had also been the case during the recession of the 1930s.‘ In a 
situation with financially distressed large firms in stagnating branches of 
industry, possibilities emerged for innovative smaller enterprises within 
new and expanding economic sectors, such as service, retail and 
information provision. Historically new firms appeared in the large 
industrial cities. However, in the information and knowledge society, 
"klondykes' or clusters of small firms have developed elsewhere, especially 
around universities? Finally, with integrated world-wide markets, the 
importance of flexibility and a niche strategy has increased for all kinds of 
firms. A shift from high-volume to high-value enterprises also gives smaller 
firms a potential advantage over larger companies. 

Obviously, small firms are of vital importance to economic development 
in an industrial district.‘ They play a major role in creating work and 
fostering a multiplicity of industries. There are three main determinants of 
a healthy small firms sector. The first is the attitude of the government — 
particularly relating to regulation and protection. The second is the extent to 
which regional policy fosters the creation of new enterprises. A third 
determinant is the ease with which small companies can gain access to 
finance from various public and private sources. Since external capital, at 
least in the Swedish case, is partly based on government subsidies, the 
financial situation is highly dependent on the public view of small firms’ 
importance. In addition, smaller firms not listed on the stock exchange and 
lacking financially strong ownership cannot rely on the money market or 
secondary markets for their financing. Consequently, their relations with 
external actors such as banks and various public funds are crucial for 
survival and growth. 

The objective of this paper is to analyse financial possibilities and 
problems facing small firms in Sweden between 1960 and 1995. This paper 
particularly explores the start-up and growth phases of a company’s life. 
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The main task is to identify sources of financial support from the public and 
private sectors and, consequently, the factors which have an impact on the 
financing of entrepreneurs. The degree of external capital in firms or the 
optimal mix between equity and debt is not the focus of this article. 
Therefore, the capital structure of small firms is not discussed in any detail. 
However, our material enables us to focus on the indirect role of external 
sources, for example, whether low levels of solvency prevent further growth 
or not. Such questions will be explored by using a survey of a region in 
Sweden. Uppland is located just north of Stockholm and has a business 
structure, in terms of industrial sectors and firm size, which is fairly typical 
of Sweden as a whole (see Appendix, Tables A1 and A2). The survey 
focuses on the financial difficulties of small manufacturing firms between 
1985 and 1991. By identifying these companies' needs, the extent to which 
they are addressed by suppliers of finance, and what forces might be 
thought to encourage or weaken the creation of a business network, the role 
of small firms in the Swedish economy can be identified. 


II 


Research on small firms has often focused on the role of credit in 
encouraging entrepreneurship.’ Schumpeter stresses the importance of 
credit both in establishing a firm, and also in periods of change in 
production and expansion.! As a supplier of capital, the creditor promotes 
the transformation of industrial structure. The granting of credit enables the 
firm to make use of such resources as are necessary in the initial stage. The 
forthcoming production is expected to provide sufficient revenue to cover 
the price of the credit The debt-contract is inevitable for the small firm, 
especially in a period of growth. According to Schumpeter, 'talent in 
economic life “rides to success on its debts'". However, demand for 
external capital varies with the stage of the company's growth. Prior to 
production actually taking place, the small firm does not belong or 
contribute to the economy; nevertheless, since resources are being brought 
together in new combinations, the role of external capital is extremely 
important. When the enterprise is a part of the circular flow in the economy, 
there is still a function for the creditor. Start-up credit (seed capital) has been 
replaced by overdrafts and other long-term forms of commitment. In this 
perspective, the granting of credit takes on a repetitive pattern. The debt- 
contract will be prolonged, even when the enterprise has left the stage of 
pure entrepreneurship." 

Modern research has tried to identify the important features of capital 
structure and financial management in small firms. A main result has been 
the realisation that these features differ substantially from the situation in 
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larger enterprises." It has been stressed that some of the reasons for these 
differences are the origins of the financial resources (owners’ own savings 
and personal borrowings, friends’ and relatives’ loans, state funds), the 
reduced levels of collateral available to small firms, and the forms of 
ownership and organisation (partnership and so on). There is also a 
tendency to use external capital for the entrepreneur’s own purposes, which 
may then not contribute to the capital structure decision. Moral hazard and 
adverse selection effects, which are accompanied by strategic bargaining 
between owners and their sources of finance, are of course well understood 
by creditors and reflected in their willingness to invest and in the price of 
the credit. First impressions can be misleading, however. What may appear 
to be a good risk may not offer long-term security. While small firms with 
little collateral but excellent commercial prospects may not be able to raise 
money, larger firms with plentiful collateral but fewer good ideas may easily 
finance their inapproriate projects.” In other words, there is a pecking order 
among large and small firms regarding access to new financial resources. 

In one study of small UK firms, it was evident that small enterprises 
relied on short term loans and overdrafts to a higher degree than equity.” 
Trade credit, especially, played an important role, fostering long-term 
relationships with external actors.“ Capital structure has been found to be 
influenced not only by size, but also by industrial sector. Another feature 
that has been highlighted is a capital structure life cycle among small 
businesses." In a study of small firms in 12 countries, it was shown that as 
the firm ages and grows in size more financing options emerge. In addition, 
these options become less expensive as the firm matures. In a study of the 
financial structure of small business in the Netherlands," important 
determinants of current assets were found to be size, asset composition and 
the interest rate. In the case of long and short term debt, the inventory 
turnover and the asset strucure seemed to be of highest importance, 
followed by, to a lesser degree, the entreprencur's age, r recent investment, 
expansion plans and family loans. 

The studies referred to above have pointed to important differences in 
capital structure: and financial behaviour between small and large firms. 
Although some of them are related to size and age, others reflect 
asymmetries in the information exchange between creditor and firm. 
Agency cost and asymmetric information theories suggest that creditors are 
reluctant to invest in young, fast growing firms, and respond to the absence 
of profit or repayment record by increasing the price of credit." If the 
information gap were to close, either a lower interest rate would result for 
the good risks, or a reduced willingness to invest (or higher interest rate) 
where the real hazard was greater than that perceived. It has been suggested 
that the information gap could be filled by extensive monitoring from the 
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lender’s side.* By participating in a project as one of its principals, the 
creditor has tbe opportunity continously to scrutinise the activity. A less 
expensive method would be to ensure that business activity generates 
information to the lender as a by-product. Another suggestion for reducing 
the lender’s risk is to generate enhanced information about the entrepreneur 
in the initial stages. By assessing the entrepreneur’s general knowledge, 
business skills, his or her ability to reason, to communicate and to cross- 
check information, the lender will get a broader view of the risks involved 
in the lending. 

There are many other market imperfections concerning small 
businesses, which together constitute an argument for special treatment of 
the small firm sector. One main disadvantage is located in the size of the 
firm itself.” Small, young and rapidly growing firms whose credibility is 
still shaky, may have difficulty persuading customers, suppliers and 
distributors to enter into long-term relationships. The advantage of both 
having long-term experience and being a large-scale firm implies an 
institutionally favoured position in relation to the smaller firn. The 
presence of economies of both scale and scope means, for example, 
alternatives to short-term debt are available, and direct entry to the 
international capital market is possible. In Sweden, both factors mean 
access to lower interest rates. s 

Although the importance of the availability of credit is not questioned, 
the interests of creditors seldom match the demands of small firms. Credit 
rationing, used by commercial intermediaries, often leaves a gap between 
the credit demanded and supplied. The price of capital in the credit market 
is often too high for a young or small firm to pay. Particularly during periods 
of 'credit crunch' it may be more difficult for small firms to gain access to 
sources of funds to enable them to stay in business or expand. However, the 
reluctant attitude of banks has an alternative interpretation; that the credit 
risk is simply too high for firms charged with safeguarding their depositors' 
funds. No matter what kind of interpretation is used, the problem — a 
mismatch between the financial and the real sector — calls for complements 
and alternatives to the market. 

If, due to certain imperfections, the private credit market is not able to 
meet the needs of small firms, there might be a regional or employment 
policy incentive for the state to provide some assistance. By building up 
national and regional networks of organisations, the state is able to create an 
information system for screening, monitoring and enforcing loan contracts. 
There is also the possibility that the state could provide soft loans to 
promising firms in the start-up phase, which later could be converted into 
normal bank loans. State intervention is not free from difficulties, however; 
there is an obvious risk of both adverse selection and moral hazard. This 
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could lead to a situation in which good money is thrown after bad, and 
taxpayers lose out. One advantage of state support might be that deeper and 
more patient commitments are developed than are possible in a pure market 
situation. By emphasising the qualitative side, more or less regardless of 
short-term interests, non-market organisations may be better able to build 
up knowledge about particular firms and industries. 


IH 


The concept of a network can be used to highlight certain forms of co- 
operation, which include both market and non-market institutions. It has, for 
example, been used to analyse various forms of governance within tbe 
markets and hierarchy paradigm.? The network approach has also been used 
metaphorically, to emphasise the existence of collaboration between actors. 
This adds an important social dimension to economic relationships, by 
focusing on the personal links between various parties. This level — a 
personal network — is sometimes independent from the basic relations 
concerning production of goods and services. However, the network 
approach also covers other levels. By using the concept of industrial 
network, interest is focused on the organisation of the firm and how it is 
linked to other firms.” Since it is the small business world which is of 
particular interest, it is preferable to use the concept of business network, 
instead of industrial network. This focuses attention on the links between 
small businesses and external resources. It has a number of characteristics. 
First, the business network appears when it can co-ordinate resources more 
cheaply than any other arrangement. Second, the small business firm bas a 
priori a central position in the network. Third, the business network 
approach includes relations with non-market organisations, such as public 
creditors, various regional associations and local councils. This last aspect, 
particularly, distinguishes the concept of business network from the 
industrial network approach. 

A business network is built on a group of explicit and implicit contracts. 
In other words, to focus on the business network of a firm is to look upon 
the firm as a nexus of contracts, where the linkages to external actors could 
be viewed as a mixture of informal and formal relationships. The concept of 
contract will help us to structure and analyse the small firm's relationships 
with outsiders. Here, attention is paid only to those parts of the business 
networks that are associated with financing the business activity, such as 
debt-contracts and equity-contracts for example. Other types of contracts 
are excluded from the analysis. By studying the web of financial contracts 
in detail, both the economic incentives and the socio-economic institutions 
embedded in the business network can be identified. 
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On the liability side of the small firm’s balance sheet, various types of 
creditors and equity holders can be identified. Some of them are related to 
market organisations, while others are linked to non-market organisations. 
Each institution has a certain contract with the firm. The contracts are all 
incomplete because they do not specify the obligations of the parties under 
all possible contingencies. Contracts between outsiders and the small firm 
only regulate commonly occurring situations. General legal rules applying 
to the parties are only implicitly part of the contracts. Ultimately, such 
omissions are made possible by the existence of outside institutions, such as 
courts, that adjudicate ex post when the parties do not follow the terms of a 
contract. That important conditions of the relationship are omitted from 
formal agreements also reflects both actors’ desire to avoid inflexibility. In 
an open contract, where not all contingencies are specified, the parties can 
subsequently negotiate and rearrange instead of being trapped in a 
predetermined plan. In the long run, new information and conditions will be 
added to the contracts. Each contract, however, will remain incomplete. 
Even with a maximum exchange of information and the existence of many 
contracts between the same actors, there will always be the possibility of 
unforeseen, unanticipated events. Earlier research has stressed the 
importance of local and regional networks for information exchange among . 
entrepreneurs, as well as for access to information and to other networks 
outside the immediate region.” In a well-established relationship the formal 
contract also develops an informal side. Not all circumstances are written 
down, but are incorporated in the more or less day-to-day relationship 
between the parties. Tacit knowledge, customs and habits shared through 
extensive personal links between the organisations tend to acquire a more 
prominent role in the long run. Although these factors are difficult to 
measure and evaluate, they are important ingredients in the ongoing 
business network of the firm. 


IV 


The financial contracts of Swedish small firms have linkages to both public 
and private agents.” The private suppliers of capital could be owners, banks, 
venture capitalists, firms in the neighbourhood or the same industry, 
prosperous friends, or family members, whilst the public resources are 
raised from various government and regional funds. The public and private 
organisations operate on two main levels: national and regional. Many of 
the private organisations, such as the large banks, also operate on both these 
levels, while, for others, activity is limited to a certain geographical area 
and/or to a part of the capital market. In practice, though, there might not 
always be any substantial strategic or economic differences between various 


34 BANKS, NETWORKS AND SMALL FIRM FINANCE 


groups of actors. For example, while the national banks operate through a 
widespread network of more or less independent branches, regional public 
organisations are often state-owned and conducted directly through 
centralised policy organisations. 

As noted above, one type of contract has, historically, been regionally 
based. Various voluntary associations of firms have existed since the 1940s. 
In 1978, they were formalised as Development Reserve Funds 
(Utvecklingsfonder) (DRF). There is a separate fund in every Swedish 
county, which gives a total number of 24 funds (23 from 1994). Ownership 
is divided between the government (51 per cent) and the County Council 
(49 per cent). They are complements to the private credit market, and 
entirely focused on the provision of funds to entrepreneurs. Besides seed 
capital to newly established firms, the funds provide advice and relevant 
courses in areas such as management and accounting and so on. Together 
with another public credit organisation, NUTEK (Swedish National Board 
for Industrial and Technological Development), the funds have built up 
regional networks (produktrdden), consisting of three to six persons with 
wide-ranging industrial, business and financial qualifications and 
experience in order to screen and monitor entrepreneurs. Through these 
regional networks, public organisations hope to meet the needs of promising 
entrepreneurs at an early stage in the business process. When the DRF were 
reorganised in 1994 their name changed to Almi Business Partners. At the 
same time, new loan options were added to the traditional service; 
principally loans for female entrepreneurs (kvinnoldn) and favourably 
priced credits for setting up new firms (nyftretagarldn). There are three 
options for the contract between the fund and a firm. The first is called a 
‘loan to run a business’. This is a loan in which the interest rate and 
repayment period can be adjusted according to the financial state of the 
firm. In the second type, the ‘development loan’, the credit risk is shared 
between the fund and the firm. If the current project fails, the loan does not 
have to be repaid to the fund. In cases of success, the fund receives a royalty. 
Finally, a ‘debenture loan (convertible to equity)’could either be repaid or 
converted into shares. In the network of regionally based financial contracts, 
the County Administrative Boards (Lünsstyrelse) also provide various types 
of loan. The general aim with these loans is to make it possible for firms to 
start up and develop, particularly within geographical areas where the 
climate, infrastructure and other services are less favourable. In the 1960s, 
this support was entirely directed from the government, but in the 1990s it 
was decentralised and most decisions are now taken by the County 
Administrative Boards. 

These two types of regionally based non-market organisations have a 
tradition of close co-operation with private market organisations, such as 
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banks. The primary loans, as well as the lowest risks, have been taken by 
the banks, while the more risky part in the lending has been carried out by 
non-market organisations. Since the credit risk for the non-market 
organisations generally exceeds that taken by private organsiations, the 
interest rate, especially in the case of the Development Reserve Funds, tends 
to be higher. Although the funds are directed and financed by the state, they 
behave largely in the same way as private organisations. The elements of the 
credit granting process are the same in both sets of institutions, but the 
relative weights of particular factors differ. The private creditors stress 
‘hard’ data such as performance and capital structure, solvency ratios and 
collateral, while the public organisations put greater emphasis on ‘softer’ 
variables such as personal characteristics of the borrower and the business 
concept. 

Another centralised public organisation, NUTEK, concentrates on 
providing high-risk capital to young, technology-intensive firms.” Since 
NUTEK focuses on seed capital, the risks are high, but potential profits are 
also substantial. The main objective is to make the actual idea or product 
visible and attractive on the market, in order to create interest among 
investors. NUTEK provides credit support in three different ways: loans on 
certain conditions, credit in exchange for royalties and guarantees. Together 
with two other public organisations, the Industrial Fund (see below) and the 
Development Reserve Fund, NUTEK has built a network of extensive credit 
support for small firms. Ábout a third of the projects supported by the 
Industria] Fund have generally received capital from NUTEK at an earlier 
stage. The objective of the Industrial Fund, founded in 1979, is to grant 
credit once the firm has passed a critical stage in its technological and 
commercial development. Compared to other public organisations, the fund 
concentrates on relatively large projects. The capital is earmarked for 
certain investments, as opposed to enlarging the equity base or the working 
capital of firms. Generally, the Industrial Fund covers up to half of the 
financing of a project; the rest has to be financed privately. Consequently, 
the risk has to be shared between public and private organisations. Besides 
these forms of support, contributions are made from the public purse 
through reduced taxation on investments in high-tech small firms and 
subsidised loans to entrepreneurs. Furthermore, in 1992 the government 
decided to establish six public funds for venture capital. These have now 
been privatised and listed on the Stockholm Stock Exchange. The amount 
of public funds has recently been further enlarged, through the availability 
of not only European Union, but also of Nordic funds. 

Public organisations in Sweden have, then, an important role in 
financing and encouraging small firms. In order to screen, monitor and 
provide support, these institutions have built considerable regional 


36 BANKS, NETWORKS AND SMALL FIRM FINANCE 


networks. Despite the state’s role as the principal for nearly all public credit 
organisations, however, the networks have not been formalised and 
centralised. Rather, they have been established as a result of information 
shortages in each institution. The institutions complement each other by 
having slightly different objectives, but also by sharing risks in the projects 
selected. The risks involved in the financing of small firms are not only 
shared between public bodies, but also between public and private 
organisations. There is an overlap between non-market and market 
solutions, since soft loans from various state funds are accompanied by 
traditional commitments from private creditors. Finally, many of the 
relationships established between companies and public institutions are 
based on open-ended contracts, in which many contingencies are left loose 
and flexible. This contributes to high levels of information flows within the 
contract and the eventual replacement of many of the agreements with 
informal relationships based on mutual trust. 

Banks are one of the most important private intermediaries in the 
provision of capital to small firms. In Sweden, the market is shared between 
three types of banks: saving banks, commercial banks and rural banks. 
Whilst the rural banks concentrate mainly on the agricultural sector and 
small firms in the countryside, the savings banks and commercial banks 
operate in the towns. Since the late 1960s, a process of institutional 
harmonisation has given all banks the same rights to borrow and lend 
money. As a consequence, the saving banks have shifted their orientation 
from households to companies.™ After the deregulation of the capital market 
in the 1980s, competition between the banks for small firms’ business 
intensified until the financial crisis at the beginning of the 1990s. In the 
aftermath, it was argued that a credit crunch had hit many small firms badly, 
while larger firms had survived thanks to their higher liquidity levels, 
stronger solvency positions and longer relationship with their banks. It is 
not clear, however, that the basic problem for small companies in this period 
was financial rather than structural. The business climate certainly took a 
turn for the worse during the early 1990s, but at the same time the 
regulations governing small enterprises were substantially liberalised. The 
government reduced taxation on capital investment, which may have 
encouraged some new firms but also allowed older firms to survive. 

As with the public organisations, every bank contact with a small firm 
involves a substantial information exchange, and the same channels are 
used. A number of factors, such as the geographical position, whether it is 
in the countryside or the city, the size of the bank and the level at which 
decisions are made, dictate the content and nature of the business network 
used. External sources of information dominate in the initial stages of a 
financial relationship. Information about a new borrower could be received 
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from the company itself, various industry associations, other firms, media, 
commerical and social neighbours to the actual firm, or from various credit 
rating institutions (there is, for example, a specialist credit bureau, 
Upplysningscentralen). 

In the European context, tbe venture capital market has been most 
developed in the UK and the Netherlands, both in the formal and informal 
sectors.” In terms of funds raised, the UK has dominated this market for a 
long time, while France and Germany have had less than half of the volume 
of the UK market. Although venture capital is an imprecise term, and 
therefore difficult to measure statistically, there are some general features of 
the European venture capital market which can be identified. First of all, 
seed capital plays a marginal role compared to start-up, expansion and buy- 
out capital.* Secondly, venture capital firms tend to be domestically 
oriented. On average, over 90 per cent of the total investments of European 
venture capital firms are made in domestic projects. Furthermore, the 
investors in the venture capital companies are also oriented towards the 
home country, with at least 75 per cent of the capital placed in domestic 
funds. Third, the main part of venture capital funds is not, somewhat 
surprisingly, invested in high-tech industries such as electronics, 
biotechnology and medicine, but goes to firms with consumer-related 
products. i 

The Swedish venture capital market, as’ another example of private 
lending, first appeared in the early 1980s. The initial breakthrough came 
when some institutional barriers were lifted by the government in 1982. The 
new policy included lower taxation on dividends from unlisted firms, lower 
property (capital) taxation regarding share-ownership in small firms, and 
more generous rules concerning funds’ investments in unlisted companies. 
As a consequence, a public ‘over the counter’ (OTC) market was 
established with 40 venture capital firms listed in the first year. Contrary to 
the prevailing situation in the United States, where the venture capital firm 
holds the majority of the equity in an investment, in Sweden minority 
positions were the common form. Nevertheless, following a long period in 
which high-risk capital was in short supply, there was a brief period of 
intense activity in this market. There was then a phase of declining capital 
gains and consolidation. By the beginning of the 1990s the number of 
companies had fallen from 40 to less than 20. Although the market has not 
collapsed, the optimism of the early years would appear to have been 
exaggerated. Very quickly, the funds became risk-averse and began to avoid 
investments in newborn firms. Secondly, compared to the United Kingdom 
and the United States, the time between establishing funds and listing them 
on the OTC market was unexpectedly long. This indicates problems of 
confidence in the venture capital market and of finding reliable private 
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suppliers of capital. Third, the young firms’ demands for advice and non- 
financial support from the venture capital companies imposed a substantial 
administrative burden, causing many of the less “efficient and less 
experienced funds to disappear. Indeed, there was a tension between the 
high expectations of what the venture capital firms could do for small firms, 
the commercial and private interest of the investors (rate of return) and the 
commitments of venture capitalists themselves. The situation called for 
either further deregulation by the government, or an extended supply of 
credit to small firms from other private or even public actors. 

The Swedish case reveals a complex structure of private and public 
credit organisations. Together they offer a variety of financial instruments 
and support. Generally, the public organisations differ from the private by 
emphasising the promoting role and also by having fewer but subsidised 
financial options. On the other hand, the private creditors seem to have more 
flexibility and a traditionally stronger position in many geographical 
regions. Many of the private and public organisations have functions in 
common. First of all, they were initially built up by equity from both sides. 
Second, they share many of the risks of investing in small and medium- 
sized firms. Although the discussion above gives us some idea of the 
structure of and strategy in the market for financing small firms, it also calls 
for some empirical data about the impact of the various institutions’ 
activities. The survey discussed in the following section will, it is hoped, 
enable us to clarify the Swedish approach to the small firm sector. 


V 


This section has three main objectives. First, it is hoped to identify the 
relative extent of public and private credit provision. The second objective 
is to explore and assess the factors which might be thought to strengthen or 
weaken the relationships between firms and financiers. Lastly, it will 
consider how the particular institutions and the social environment, as well 
as the firm's borrowing strategies and capital structure, might affect the 
relationships between a firm and its financiers. 

The survey is based on a questionnaire, which was sent out to all 
manufacturing firms with between five and 50 employees in the region of 
Uppland in 1992. The questionnaire consisted of 40 questions dealing with 
the financial status of the firms, ownership, and relations to suppliers, 
customers and banks (that is, financial services and loans and so on). Over 
a period of six months, every firm was contacted seven times. In addition, 
four questionnaires were sent out to remind the firms. Several telephone 
calls were also made during the last phase. However, due to a low response 
rate, the study had to be curtailed to firms with between ten and 50 


SMALL FIRM FINANCING IN SWEDEN 39 


employees. This adjustment lowered the target population to 73 firms. Since 
ten of these went into bankruptcy during the period of the study, the final 
population amounted to 63 companies. The response rate was approxi- 
mately 60 per cent (see Table 1). 

The study shows that banks were the most important financial provider 
for the firms in Uppland. Most firms did business with only one bank, a so- 
called ‘housebank’. Furthermore, the links with this main bank tended to 
last. Of the total numbers of main bank relationships, nearly half of them 
had lasted more than ten years (see Table 2). The data also show that efforts 
made by other individual banks could make firms change the main bank 
relationship. It was, for example, likely that a change in ownership would 
lead to a change of housebank. Although the data are not clear-cut on this 
matter, a negative lending decision also seemed to be a reason for changing 
bank. Where a firm had relations with other private creditors, these tended 
to be limited to firms closely associated with their respective housebank. 
Therefore, it is true to say that these firms, although they had more than one , 
relationship, stayed loyal to their main financiers. 

Firm owners can also be regarded as providers of capital. Generally low 
liquidity levels indicate, however, that owners' capital was limited. 
Responses to the questionnaire indicate that payment of share dividends 
was unusual, and that profits, even when very small, were mainly ploughed 
back into the firms and thus should be counted among the financial 
resources of the firms’ activity. Almost three-quarters of the companies 
stated that all their profits were retained in the firm. In a comparison of 
equity and debt, most firms viewed an expansion of equity as being 
relatively less difficult (see Figure 1). About 12 per cent declared that they 
might have difficulties obtaining further equity, whilst 33 per cent believed 
they would have problems with increasing their debt. The remainder were 
indifferent. Firms belonging to integrated industrial groups viewed both 
equity and debt as easier to obtain than did those not related to other 
companies. 

There seems to be a correlation between access to funds and the age of 
the firm. Older firms could more easily get funding, both from their owners 
and from their creditors, than could younger enterprises. Firms with single 
owners found it more difficult to increase equity. Most firms with a low 
solvency ratio (ten per cent or less) claimed that it was more difficult to get 
loans compared with equity capital. Companies with a relatively high 
solvency ratio (more than 20 per cent) considered it equally easy to gain 
access to debt and equity. 

There are some important reasons why older firms, especially those with 
higher solvency ratios, should find it easier to get further funding. In the 
case of equity, the owners have had more time to build a fortune, which can 
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be ploughed back into the firm as investments but also in times of liquidity 
crises. In the case of debt, an explanation is that, in the credit granting 
process, the mature firm is easier to evaluate. Beside the annual reports, an 
accumulation of tacit knowledge provides a more solid base for judgement 
of the older firm. A firm that has survived the first critical year has often 
provided evidence of its stability and loyalty to providers of finance. Since 
long-term trust is one of the most important ingredients in the business 
network of the firm, older companies with relatively higher solvency rates 
are better of in the fight for external resources.” 


TABLE 1 
NUMBER OF FIRMS IN THE FINAL POPULATION, BY INDUSTRY, TEN TO 50 EMPLOYEES 


Industry Number in the Falling Off Answers Percentage 
Final Population Answers 
Pood, drink, tobacco 10 5 5 50 
Textiles, clothing 2 1 1 50 
Wood 8 4 4 50 
Pulp and paper 7 3 4 57 
6 2 4 67 
Soil and minerals 3 0 3 100 
Engineering 26 12 14 54 
Others i 0 I 100 
Totals 63 27 36 57 


TABLE 2 
LENGTH OF BANK RELATIONSHIPS 








Length Number of Firms Percentage of Firms 
« ] year 1 29 
"e years 4 11.4 
years 9 25.7 
6-10 years 4 11.4 
> 10 years 17 48.6 
Total 35 100.0 
Source: Questionnaire. 


In addition to bank debt and equity, capital was also provided by public 
Organisations (for the various actors in the regional business network, see 
Figure 2). Nearly a third of the firms had been granted government or regional 
subsidies between 1985 and 1991. Although the importance of these subsidies 
is difficult to estimate, it is notable that so many firms had been supported by 
the state during this period of rapid economic growth in Sweden. 
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FIGURE | 
PERCEPTIONS OF EASE OF ACCESS TO EQUITY AND DEBT 





FIGURE 2 
THE BUSINESS NETWORK OPERATING IN THE REGION OF UPPLAND 


National organisations 
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Most banks offered traditional and standardised bank services to their 
customers. The granting of loans was the most common service. Since 
economic and legal advice are mainly offered by other firms, these elements 
were quite rare in the relationships between firms and banks. A large 
majority of the firms had relations with only one bank; only 14 per cent of 
these were ever denied credit in the period 1985-91. This result supports 
that of other small firm surveys, and questions the incidence of a credit 
crunch in this sector.” On the other hand, it is the case that ten firms in the 
orginal population went into bankruptcy or liquidation during this period. If 
these are taken into account, almost half the firms had not been denied 
financing. However, an explanation for-why some firms chose not to apply 
for new or larger loans is still required. One general explanation is that some 
firms had no intention of expanding and therefore no identified financial 
needs. Another reason might have been that firms could not afford a higher 
credit limit, and so refrained from further applications. 

It is difficult to make generalisations, but a conclusion may be drawn 
from the fact that most firms had low solvency levels. First of all, in order 
to enlarge the equity, these firms were highly dependent on contributions 
from their owners. Secondly, firms which were well established and had 
relatively higher solvency rates were more likely to attract further financing. 
Since solvency appears to be vital, another implication is that firms in the 
region of Uppland should increase their equity in order to improve their 
creditworthiness. 

It is clear from Table 3 that small firms viewed hard data such as 
solvency, collateral and performance as the decisive elements in the credit 
granting process. These key features are believed to be more important than 
softer ones, such as the purpose of the credit, the commercial concept and 
the social relationships around the business activity. The empirical results 
also reveal that about one-third of the companies believed that the commer- 
cial concept, belonging to a certain social network or industrial district or 
sector, had little influence on the creditor's final decision. This presents 
sometbing of a contrast to the views of the principal credit suppliers in 
Sweden, however. For instance, in a survey in the beginning of the 1990s, 
administrators from the Development Reserve Fund, the County 
Administrative Board and banks were asked about their criteria for forming 
a judgement" In their responses, executives emphasised primarily the 
personal characteristics of the borrower (between 30 and 45 per cent of the 
decision). The business concept was another decisive factor (about 30 per 
cent). The role of capital structure was less important, but the availability of 
sound collateral had even less weight in the decision. This last factor was, 
however, important for the banks. The banks generally take first mortgage 
collateral, while public lenders have last call on assets. In times of financial 
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distress, the collateral will be taken up by the banks, and the public 
authorities’ security has no meaning, which may in part explain their greater 
concern with the softer criteria. 





TABLE 3 
SMALL FIRMS’ VIEWS OF THE CREDIT GRANTING PROCESS 

Condition Degree of Importance 

Large Neutral Little Total 
Solvency 84 10 6 100 
Collateral 84 10 6 100 
Profits 80 10 10 100 
Business cycle TI 10 13 100 
Earlier links 
with creditor 71 13 16 100 
Managers’ 
experience 71 6 23 100 
Creditor's knowledge 
of firm 71 16 13 100 
Commercial idea 61 7 32 100 
Purpose of loan 61 13 26 100 
Estimated profits 58 16 26 100 
Social relationships 48 16 36 100 
Social network/ 
industrial district 48 20 32 100 
Creditor's knowledge , 
of industry 35 39 26 100 
Industrial sector 32 29 39 100 
Note n: 34 


In another study, carried out by NUTEK, the role of public organisations 
in stimulating new firms and encouraging the growth of existing firms was 
discussed." That study pointed out that only six per cent of the 
entrepreneurs questioned considered the development of a business plan to 
be important in the credit granting process. However, almost half of the 
business consultants interviewed in the same survey believed that the lack 
of well thought-out business concepts and plans was a major obstacle for 
firms striving for external capital. 

Although these studies are not exactly compatible, they suggest that 
there are significant differences in the screening of Swedish entrepreneurs 
applying for credit. The borrower, the lender and other external observers, 
such as consultants, differ in their views on which are the most important 
criteria in allocating credit. The variation in views partly reflects tbe fact 
that they have different preferences and interests in their relationships. 
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VI 


This discussion has dealt with the role of external capital in the growth of 
small firms. The concept of business network has been chosen to 
characterise the web of financial contracts related to the firm. Some general 
data have been presented about the financial contracts between firms and 
public and private credit organisations in Sweden between 1960 and 1995. 
In addition, a survey of small firms in the region of Uppland has revealed 
detailed information about the contracts at the micro-level. 

The Swedish approach to small firms makes no clear distinction between 
the function of non-market and market organisations, between private and 
public lender. Their financial contracts are substantially similar. They are all 
open-ended and based on commercial considerations. A distinguishing 
characteristic is the element of long-term mutual trust and the rationale of 
long-standing commitment. Most Uppland manufacturing firms in the 
survey had bank relationships of ten years or more, for instance. In the case 
of public lenders, the variation of loans means that even if the firms are 
shifting from short-term seed capital to long-term funding, the relationships 
continue after the first critical years. The long-standing commitment from 
both sides implies a continuous exchange of information, which is carried in 
the form of local and regional business networks. In the process of financing 
small firms, the two types of organisations share the risks of new projects. 
Since their intermediation function, as well as their risk awareness and 
monitoring operations, are similar, the public and private institutions do not 
differ substantially in action, although bank credit often serves as a 
prerequisite for public support. This is true, for example, in the case of the 
Development Reserve Fund. The result reinforces the perspective of a firm- 
based business network, where private and public organisations collaborate 
internally. It also stresses the importance of looking at creditors as an entity 
rather than isolated actors. Another indication of this is the way Swedish 
banks gather their clients and build up venture capital companies." By 
exploiting their knowledge of individual industries and technologies, regions 
and markets, in combination with their extensive personal and commercial 
network, banks are very often able to assist the regional expansion of small 
firms. The key to the Swedish public-private provision of capital for small 
firms lies then in the long-term relationships between borrowers and lenders. 
As those relationships develop, in particular between the firms and their 
‘home’ banks, so the costs of acquiring relevant information for the lenders 
falls, and the increased trust helps to facilitate future loan plans." 

A triad relationship — between the firm, the public and the private 
creditor — distinguishes the Swedish business network. The mixture of state- 
based and market-based funds has a long tradition which reflects the mixed 


SMALL FIRM FINANCING IN SWEDEN 45 


economy system in Sweden. However, despite the recent tendency to 
dismantle the Swedish model, the triad relationship in the small firm sector 
seems to be strong enough to survive in the late 1990s. From the 
entrepreneur's point of view, the symbiotic relationship between private and 
state-owned creditors and the tradition among various regional funds of 
working side by side, has considerable advantages. Not least, the finding that 
very few of the manufacturing firms questioned in the survey had been 
denied credit indicates the benefits of having a variety of both public and 
private alternatives. The reasons for some firms' indifference to investment 
and expansion need to be discussed further. It may be that there are different 
attitudes to expansion across different sectors and industries. In this article, 
some of the external barriers to further growth have been stressed. But it 
must be acknowledged that the response to changing conditions is most often 
determined by the attitude of the small firm itself. 


APPENDIX 


TABLE AI 
PERCENTAGE OF FIRMS IN UPPLAND AND SWEDEN IN VARIOUS 











Industry Uppland Sweden 
Food, drink, tobacco 73 73 
Textiles, clothing and leather 5.4 5.0 
Wood 13.8 132 
Pulp and peper 14.4 15.4 
Cheznicals 6.7 62 
Soil and minerals 2.9 2.8 
Metals 12 1.1 
Engineering 46.6 471 
Others L1 1.9 
Total 100.0 100.0 
Note: n=36 
Source’ Questionnaire. 

TABLE A2 

PERCENTAGE OF FIRMS OF VARIOUS SIZES IN UPPLAND AND SWEDEN, 1991 

Size Uppland Sweden 
1-4 employees 532 48.7 
5-9 19.9 19.3 
10-19 9.0 12.6 
20—49 8.0 10.1 

5.0 4.1 
100-199 20 24 

24 27 
Totals 1000 100.0 
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Australasian Pastoral Sector before 
World War Two 
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The rapid and successful expansion of the pastoral sector in Australia and 
New Zealand in the nineteenth century is a well-established feature of the 
economic development of both countries.' While the macroeconomic 
parameters of this story are adequately recorded, we know much less of its 
microeconomic dimensions. In particular, little is known about the unit of 
enterprise in pastoral farming, beyond the generalisations that most farms 
were small scale, family owned and operated units, whose members were 
frequently new to the activity, and had little experience of business 
Management in general. Pastoralists, like other settlers, faced a highly 
uncertain business environment, particularly in terms of long distances and 
poor communications, which put a premium on acquiring information 
about markets, technologies and consignment arrangements. Even those 
with previous farming experience faced a very different environment from 
Britain in terms of topography, climate, labour and capital resources, and 
markets. In addition to these general problems, the challenges of farming 
appear immense: the need for substantial short- and long-term finance, 
consignment of produce for sale in distant markets, purchase and sale of 
livestock, keeping up to date with new technologies, and remaining 
informed of commercial information in an industry notorious for its 
cyclical fluctuations. The growth of pastoral agencies, often closely 
embedded in local rural communities, provided much of the solution to 
these challenges.! They enabled farmers to gain external economies of 
scale by their provision of financial, technical and marketing services. 
Most agent firms referred to themselves as stock and station agents or 
pastoral finance companies, which reflected the original orientation of their 
activity, but they mostly diversified into a wide range of agricultural 
services." While this paper addresses the agents' role as finance provider, it 
will become evident that the range of their pastoral services is important in 
understanding their lending policies. 
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II 


In the 1830s and 1840s the capital needs of most farmers were quite limited. 
Most were squatting on good land, invested little in farming equipment or 
station improvements and often sold their wool locally. However, in the 
following decades consignment for export expanded rapidly, leaving many 
farmers in need of short-term finance to cover outgoings until the wool was 
sold in Britain. With the continued growth in the number of settlers and the 
movement inland away from the most fertile coastal regions, farmers were 
increasingly faced with having to buy an existing run or settle on poorer 
land, both of which required increased investment. In addition, there was a 
strong trend towards purchase of the freehold on tbe land as a result of 
legislation passed in the 1860s and 1870s. Other legislative developments 
designed to support the expansion of the pastoral sector also facilitated the 
growth of borrowing. The Lien on Wool and Livestock Act passed in New 
South Wales in 1843 and the Wool and Oil Securities Act in New Zealand 
in 1858 enabled pastoralists to borrow by giving security in the form of a 
preferable lien on an ensuing wool clip or by mortgaging livestock. Finally, 
as permanent stations replaced nomadic herding, the need for capital 
improvements such as water bores, plant, paddocking, and fencing put 
further financial demands upon the farmer. 

Some of these capital demands were financed from current expenditure, 
particularly through the use of underemployed farm labour, and by investing 
profits and savings. The extent to which increased capital needs could be 
financed internally is impossible to calculate precisely. Given the rapid 
expansion of the industry, its apparently high capital needs, and the limited 
savings of most small farmers, the reliance on external funding would 
appear to have been substantial. Butlin's estimate that by 1874 only one- 
third of capital formation could have been internally financed gives some 
indication of the likely need for financial support by this time.* Nor can we 
be certain about the absolute level of lending, since many loans were made 
informally. Although there was provision for mortgage registration, many 
farmers preferred informal loans, even if this meant higher interest rates, in 
order to keep their indebtedness out of the public and trading eye? 

If the opportunities for small scale pastoralism in both countries had 
been established by the middle of the nineteenth century, further 
developments in the period to World War Two are noteworthy in 
emphasising the continuing need for financial support for the farmer. The 
development of a generally more capital-intensive and technologically 
advanced agricultural sector in the second half of the century is indicative 
of this need. The boom in dairying and the development of refrigeration 
from the 1880s introduced more complex technology into farming. Radical 
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land policies towards the end of the century gave a further fillip to small 
scale farming by facilitating the sub-division of large estates. The land 
policies of Seldon's Liberal Government led to the break-up of many of the 
larger estates in southern New Zealand at the end of the nineteenth century.* 
The periodic depressions and droughts particularly in the 1890s, early 1920s 
and 1930s were times when farmers looked for crisis support. Finally, the 
policies of providing land for returning soldiers after World War One 
initiated a further cohort of small and inexperienced farmers. 


II 


The provision of pastoral finance by the banks was initially constrained by 
their conservative attitudes towards lending on rural real estate inherited 
from British banking principles. The 1830s had witnessed the beginning of 
a major banking expansion with the formation of British banks in Australia, 
notably the Bank of Australasia, the Union Bank of Australia, and the Bank 
of South Australia! While banks could acquire land or property in 
settlement of a debt, they were generally barred from lending on this 
security. This problem was gradually overcome by a little legal ingenuity, 
particularly in the creation of equitable mortgages and the amendment of 
bank charters accordingly in the third quarter of the nineteenth century." By 
the 1870s many of the banks had entered into pastoral finance but their 
volume of lending and lending ratios were ‘reasonably conservative’. Some 
banks established pastoral finance subsidiaries in response to the boom in 
demand for pastoral finance in the 1860s and 1870s. The Bank of New 
Zealand, for example, established the New Zealand Loan & Mercantile 
Agency in 1865. In order to be successful, however, the subsidiaries 
effectively adopted the functions and policies of pastoral agents.” 

More common, however, were informal relationships between banker 
and pastoral agent whereby the latter served as an intermediary for loans to 
farmers. Such relationships existed, for example, between the National 
Bank of New Zealand and the National Mortgage Association (NMA), 
while the Bank of New South Wales (BNSW) dealt with a number of agent 
firms in both countries, including Pitt, Son & Badgery (PSB) in New South 
Wales, and Wright Stephenson in New Zealand. Equally, some of the agents 
spread their financial needs across several banks. Between 1907 and 1910 
PSB borrowed from both the BNSW and the London Bank of Australasia 
(LBA) while also approaching the Savings Bank of New South Wales for an 
advance. It borrowed £30,000 from the BNSW for the erection of a new 
wool store and a further £20,000 for loans to the pastoral sector. Finance 
beyond this limit of £50,000 was to be by special arrangement. These loans 
were secured against the firm's freehold properties. Simultaneously, it 
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borrowed £20,000 from the LBA for pastoral lending on the security of the 
uncalled capital of the company with further credit to be by special 
arrangement." While it was common for the agent to hold the mortgage over 
the property and therefore effectively re-lend the bank's money, agents 
could also act as the farmer’s financial advocate when loans were provided 
directly by the bank. 

While this type of arrangement between banker and agent generally 
worked well, a potential pitfall was the more conservative approach to 
lending by the banks, who often reined in agents’ attempts to expand 
funding. PSB experienced such constraints at the hands of the BNSW in 
1900.'* Often these problems were resolved in favour of the agent by the 
bank deferring to their superior expertise and information on pastoralism, 
reinforced by the threat of alternative funding. However, in times of 
financial crisis the bank might be forced to call in its loans to agents, a 
problem experienced by Stronach Morris, among others, in 1893." 

Agents, though, were aware of the dangers of over-exposure to bank 
borrowing and therefore also raised funds through debenture issues the 
acceptance of deposits." The contractual position of the agents was also 
strengthened by reputational effects and personnel overlap. The initial 
directors of the NZLMA were leading Auckland entrepreneurs, some of 
whom were also connected to the Bank of New Zealand." It should be noted 
that many agents in fact made very little profit from re-lending bank money 
because of the very narrow margins required to compete with direct bank 
loans to pastoralists. Instead, the loans were vital to tie farmers into long- 
term trading relationships from which the agents derived most of their 
profits.'* 

The decision by the banks often to lend indirectly to farmers, even after 
they had established the right to lend directly, requires an explanation. We 
know from the work of Stiglitz and Weiss that the rate of interest is a poor 
signalling device in the credit market because of the problems of 
asymmetric information and incomplete contracts." Therefore, it is 
important for lenders to be able to acquire a wide range of information as a 
basis for assigning risk categories to potential borrowers and then to be able 
to monitor their progress effectively during the course of the loan and 
enforce the contract if necessary. Acquiring information which is accurate 
and up to date at a cost justified by the expected return from the loan is thus 
the main challenge for lenders. 

In the context of the Australasian pastoral sector in the nineteenth and 
early twentieth centuries, there were particular problems in acquiring 
accurate information cheaply. Most Australian farmers suffered from 
geographical isolation in a large country with a poor transport system which 
created a major divide between predominantly urban banks and rural 
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communities. Although the banks did attempt to trek the geographically 
wayward nature of Australian economic development, they were generally 
quicker to follow gold than sheep. While New Zealand is a smaller country, 
its geology and geography also made communication very difficult. Many 
farmers were new settlers about whom the banks had little or no personal or 
trading information. This was especially the case in New Zealand, which was 
not formally settled by Britain until 1840. The convict origins of Australia 
and its bushranging reputation made this shortfall of personal information a 
particular problem. Even where individuals could be traced back to Britain 
they often had no previous record in a farming occupation. Given the small 
size of most farming enterprises, the relatively high cost of acquiring 
information would often not be justified by the expected returns on the loan. 

The main advantage of the stock and station agents and pastoral finance 
companies over the banks was their ability to acquire better information 
about farmers more cheaply. In general this was because of their closer 
geographical and personal proximity to the rural communities. Many 
agencies were small local firms whose staff came from the vicinity. The 
correspondence of agents indicates that many were on close terms with local 
farmers and sometimes advised them on personal matters." These ties were 
reinforced by the tightly knit nature of small rural communities. Wright 
Stephenson noted of one farmer in 1906, ‘he is a member of the large Beck 
family who are nearly all good men and most of whom deal with us'. The 
same firm also noted the manner in which their land and stock business 
brought them, ‘into close touch with their customers and their places’.” 
Even when merger and public flotations led to increased concentration and 
the emergence of large national firms by the end of the nineteenth century, 
local contacts remained important through extensive branching and the 
appointment of local staff; these firms had learned the importance of local 
networks.” Where stock and station functions were conducted by 
enterprises organised as farmers’ co-operatives the ties were naturally very 
strong.”! 

Information costs were also cheaper for agents than banks because they 
used the information for a variety of other purposes additional to loans. 
Thus, the costs of information were defrayed across a number of income- 
generating activities. These included the consignment of produce, stock 
auctions, and the sale of farming equipment and general merchandise. Since 
loan contracts often tied the farmer to conducting these activities with the 
agent, they enabled the agent to incur extensive client information. Indeed, 
information acquisition, processing and exchange in long-term contracts 
with farmers was probably the key feature of stock and station agents and 
pastoral finance companies and was the reason why most of them 
diversified their range of pastoral services. The development of a long-term 
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broadly based relationship built up a high degree of trust and reputation for 
both parties and was the basis for an extensive exchange of information. 

In processing and interpreting information, agents benefited from 
economies of specialisation by concentrating all their lending and trading 
activities upon the pastoral sector. In other words, even if the banks had 
been able to acquire equally accurate information at the same cost, their lack 
of detailed knowledge and understanding of the pastoral sector would have 
prevented them from using this information as effectively as the agents in 
assigning risk to potential borrowers. Thus, agents benefited from sectoral 
as against functional specialisation. 


IV 


As Stigler showed in an important article written more than three decades 
ago, information is a scarce good and therefore there is a cost involved in 
its acquisition.” In addition, diminishing returns can set in, leaving the 
entrepreneur to decide how much information should be acquired as the 
basis for decision making. While Stigler was predominantly concerned with 
price information, it is clear that there are search costs involved in acquiring 
a diversity of types of information, including those which form the basis for 
loan decisions. The recent growth of writing on technology transfer 
emphasises the important point that the method of obtaining useful 
information can be as significant as its actual use." While Stigler has 
discussed the cost of buying and selling information, Arrow bas drawn 
attention to the so-called 'paradox of information': 'its value for the 
purchaser is not known until he has the information, but then he has in effect 
acquired it without costs’.* Developing this issue, Williamson has observed 
that the paradox of information explains why it is difficult to buy or sell 
information by a simple contract, particularly where the information is 
technical and complex.” In the capital market information about potential 
borrowers may be purchased indirectly from third parties. Alternatively, 
information may be obtained directly from the borrower, although the 
question of moral hazard may make this a problematic approach. 

In the context of Australasian pastoralism the option of purchasing 
information from third parties was rarely available, although informal 
recommendations from local traders and farmers were sometimes used. 
Instead, the lenders appear to have relied heavily on obtaining information 
directly. The challenge, therefore, was to maximise the amount of accurate 
information obtainable from the farmers themselves. The wide-ranging 
services provided by the agent facilitated information acquisition through 
direct observation. Where information could not be gleaned from direct 
observation, accurate self-monitoring by the farmer was fostered by the 
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complex and long-term trading relationship between farmer and agent 
which promoted an environment of honesty and trust. Evidence from all 
pastoral agents shows that often farmers remained clients for many years. 
Agent comparisons of fathers and sons confirm the intergenerational nature 
of these relationships. 

As a result of their larger size, more extensive interaction through the 
pastoral and related industries, domestically and overseas, and more 
effective information-processing capabilities, agents possessed information 
on general pastoral activities of a far superior standard to that of the farmer. 
Highly recurrent transacting between agent and farmer therefore provided 
the farmer as well as the agent with many additional information transfers 
and spillovers which were not part of a specific contract. These would relate 
to issues such as farming technology, animal breeding, commercial trends, 
and pertinent legal and political developments. Agents also provided advice 
and guidance on how to interpret and use such information. Thus, there 
were mutual benefits to be obtained by a reciprocal exchange of 
information. Both groups, farmers and agents, were aware of the 
opportunistic implications of information asymmetries in either direction: 
each would want to know that the information received from the other was 
up to date, reliable, and not affected by incompatible goals. Once more, this 
suggests that regular and long-term contracting will provide an environment 
of mutual trust and thus attenuate the risk of opportunism. 

Set within the context of local enmeshed rural communities, the nature 
of the relationship between farmer and agent was also important in terms of 
reputation. While the development of a long-term relationship with the 
agent would boost the reputation of the farmer, its collapse could have 
negative connotations. Reputed agents were often called upon to act as 
financial intermediaries between local private lenders and pastoralists. In 
1890, for example, Victorian agents Hepburn & Leonard mediated in the 
lending of the funds of a marriage settlement in connection with the 
purchase of 950 acres in Kangaroo Valley. Thus, honest disclosure of 
information was again encouraged.” 

The information exchanges which took place between agent and farmer 
were achieved through a range of transmission mechanisms. Most important 
were personal connections. These resulted from meetings at the company 
office or on the station. Larger firms hired specialist travellers who visited 
farmers in order to obtain new business and keep a check on the progress of 
existing clients. The traveller was generally a local person who knew the 
area and had established contacts in the rural community. The value of such 
local information and contacts is illustrated by the fact that when a PSB 
traveller, Leahy, died in 1918 he was replaced by his wife.” The traveller 
would then report back to the company office. The demand for information 
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fluctuated according to the season and the general state of the market and 
thus firms also hired travellers casually and even sent some of their office 
workers out on the road. In order to mitigate the risk of collusion between 
farmer and traveller the latter was paid on commission, or salary plus a 
bonus for the longer serving ones. In 1895 PSB decided against ‘the 
expense of travellers’, but hired one in 1897 and eight in 1898.* The level 
of personal contact generally expanded in the 1880s and 1890s as the 
pastoral crisis and increased indebtedness obliged agents to monitor many 
accounts much more closely. In addition, inspectors were often appointed to 
keep a regular check on the farmer's assets, particularly the size of the herd, 
and report back to the company, which carefully noted changes in 
capitalisation. Periodic shows and competitions also provided a meeting 
point for agents and farmers. 

Written communication took place between agents and their farmer 
clients which, though less personalised, provided a permanent record and 
was of lower cost for the firm. Extant correspondence suggests that it was 
an important and not infrequent means of communication, although there 
does not appear to have been any formalised process of regular reporting in 
either direction. Instead, written communication addressed specific matters 
as they occurred from day to day. Most surviving correspondence takes the 
form of in-letters which illustrate the amount of information provided by 
farmers either as a by-product of trading discussions or in response to 
specific inquiries from the agent. Although fewer out-letters from the agents 
generally survive, closer and more regularised written advice appears to 
have been proffered to the farmers during the depression years of the 1880s, 
1890s, and 1920s, when many were struggling to meet loan repayments. 

The balance between personal contact and written communication 
seems to have varied from firm to firm. In 1893 Stronach Morris of Otago 
noted ‘our business is done almost entirely by letter and we seldom come 
into personal contact with our clients'.? While this may have reduced the 
opportunities for informal connections, frequent travel was time- 
consuming, might mean a small branch office was left unattended and could 
delay communication by correspondence. William Turner, of Hepburn & 
Leonard, observed 'there really ought to be someone in the office during the 
time I am away as it really does not do to leave it shut up for so long a time 
as people say they can never find me’.” In order to minimise these problems 
while remaining in close contact with clients, firms concentrated upon 
having branch offices, agency representation with local firms, and travellers. 
The balance between these different types of representation was in some 
degree determined by the volume of business generated in the locality. In 
1915 Robert Douglas, Goulburn representative of PSB, advocated a local 
branch, pointing out that he had nowhere to receive clients except at his own 
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home and the expected arrival of Dalgety in the area emphasised the need 
for an improved service.” 

Changing communications technology in the second half of the 
nineteenth century improved the information acquiring and handling 
capabilities of firms." Transport improvements in the form of railways, 
steam shipping, and motorised road transport all benefited information 
acquisition, as did changes in office technology in the form of the telephone 
and the telegraph. Other office changes, such as the typewriter, vertical 
filing systems, and the duplicator, all improved the handling and use of such 
information. These developments increased the ability of agents to build up 
worthwhile files on even the smallest and most remote farms. In 1912 W. 
Robson, a traveller with PSB in the Maitland region, suggested that 
provision of a car would substantially increase his competitive edge over 
local rivals." Companies, however, were aware of the high costs involved, 
Wright Stephenson deciding that they should only be used for major 
transactions." The establishment in 1905/6 of an Information Department 
by PSB may be indicative of these improved information gathering and 
processing capabilities.” Although we know little about the functioning of 
this particular department, it does seem to have interacted closely with the 
travellers who were one of the main conduits of information transfer. 

Using these various sources of information, the agents built up detailed 
files on their client farmers which they used as the basis for deciding 
whether to continue particular accounts and what form this service should 
take. The records of several agents demonstrate the detailed nature of this 
client information, and this was not unexpected given the level of 
commitment to some of them. In 1906, when the firm went public, a Special 
Report on the Invercargill office of New Zealand stock and station agents, 
Wright Stephenson, included a detailed statement on each of its local 
farming clients for the benefit of its new board of directors. The report, 
which is probably no more than a synopsis of the records held by the 
company, is testimony to tbe detailed information acquired. It contains 
details on a wide range of matters which include the personality and health 
of the farmer, marital status and dependants, period and degree of success 
as a farmer, other working activities, any transactions with competing 
agents, and the character of the farm including the condition of the 
properties, the countryside, and the stock. In addition, detailed financial 
accounts contained evidence of the current and capital accounts of the 
farmer, including current and permissible levels of credit. Several examples 
serve to illustrate the depth and value of this information. Wright 
Stephenson recognised the degree to which farming was a family-based 
activity. G. Fleming was noted as having six children old enough to do the 
milking. On the other hand, of Robert Meek of Fairfax it was observed that, 
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‘while he is a particularly straightforward, decent man himself I don’t think 
he gets any assistance from his family ... they are rather a drain on him and 
then he is getting an old man now and his health and energy are not what 
they were’. Contrariwise, Duncan Kerr of Titiroa ‘is a lazy, useless creature 
but his wife and family are I think good workers’. The report on Duncan 
Cameron of Otautau warned that he had a tendency to go out contracting 
with his horses which could lead to the neglect of his farming business. 
Several other clients were singled out for their propensity towards 
speculative activities which might adversely affect their farming 
enterprise.” In a similar fashion, Elders kept a monthly account of client 
transactions which included notations about the future prospects of the farm 
and its creditworthiness.” 


V 


The directors’ minutes for many agencies demonstrate the extensive amount 
of high-level managerial time taken up with loan considerations and the 
detailed information which was required for each customer." Companies 
sought information on a range of criteria including the extent of existing 
loans, the personal character and entrepreneurial capabilities of the farmer, 
the past history of transactions between agent and farmer, and the condition 
of the farm. Many clients borrowed repeatedly from a particular agent, 
which made the screening process relatively easy. First time borrowing was 
more difficult given the absence of a previous loan contract and the 
likelihood that the agent had not known the farmer long enough to develop 
a significant information base or a bond of trust. In such cases the firm 
might send a traveller out to the client to seck information and make a 
character assessment. In March 1905 a PSB traveller, R. Taylor, recommen- 
ded the company make an advance to a sheep farmer named Potter who ‘is 
thoroughly honest — has a splendid property — is perfectly solvent — has 
known him for a number of years — has no hesitation in recommending that 
the advance be made'.* Such warm recommendations were not always 
accepted at face value by the board, who might request further information 
or simply reject the application. The extent to which information was shared 
between agents is not clear. Competition between local firms might 
discourage such activity, although it may have been more likely when a 
farmer moved between different areas, or where local and national firms co- 
operated with one another. Of course, the agent would need to know what 
loans were outstanding with other lenders and while the existence of these 
might reduce the size of a new loan it also signalled the likely 
creditworthiness of the farmer. In cases of some doubt, the firm might make 
a short-term wool lien available to the farmer and take responsibility for 
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consigning his produce in order to build up an opinion of a potential 
borrower before considering a larger and longer term loan. This provided a 
soft or low-risk introduction to a new client. 

Effective screening policies increased the likelihood of the contract 
being brought to a successful completion. However, many borrowers still 
got into trouble, not least because of the highly cyclical nature of the 
industry. While the normal tools of enforcement in terms of foreclosure and 
litigation were available to agents, they were also well placed to resolve 
many loan problems without using these ultimate sanctions. Careful 
monitoring often enabled problems to be addressed and palliative measures 
adopted before they reached a critical stage. A visit from the traveller might 
be instigated by the company to offer cautionary advice to the farmer on any 
matter concerning the operation of the farm or any other actions which 
might prejudice the business and thus loan repayments. Depending upon the 
response, such advice could become less advisory and more compulsive in 
the form of & written warning. If it was believed that the business was 
essentially sound and the farmer was making every effort, then agents were 
often sympathetic to the idea of modified loan terms through an extension 
of the repayment period, or a temporary cessation of repayments to survive 
a bad year or a run of several. The correspondence of Denny Lascelles 
indicates the firm’s willingness to postpone loan repayments at a time of 
rural depression. For example, in November 1897 it agreed to delay further 
payment of two-thirds of a sum of interest already overdue by a station 
holder, Murdoch Buchanan. In support of his case, Buchanan provided 
details of the progress of his station and referees able to vouch for his past 
achievements in farming.” 

Alternatively, if the agent was not satisfied with the manner of the farm’s 
operations, a modest sanction might be imposed, such as refusing or 
reducing short-term loans on wool liens or by reining in an overdraft. In its 
1906 Special Report, Wright Stephenson noted that the account of Jenkin 
Evans of Hedgehope was in a bad way after an unsuccessful sawmilling 
venture a few years before; ‘his account with us must not increase further 
and everything he gets from us must be paid for in cash’. In the same way 
that a long-term contract with the agent was of benefit to a farmer's local 
standing, the knowledge that he was in some form of trouble could have 
significant negative connotations by sending warning signals through a 
closely knit rural community and thus, through pressure of the local 
network, help to force an improvement in his business. In this manner, 
therefore, a number of intermediate or incremental steps could be taken to 
increase the likelihood of a successful completion of the contract. 

If the agent was known to be well placed to enforce the contract then this 
might help the initial process of risk assignment and choice of borrowers. 
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However, while agents might have been better placed than banks to take 
incremental measures, they were not always in a good position to enforce 
the contract when successful completion looked unlikely. This is because 
the moral suasion of the local network could work in both directions; while 
the laggard farmer might be pressed to improve his performance, the agent 
was also under pressure to delay the ultimate sanction of foreclosure, 
particularly if it was not clear to other farmers how far the defaulter’s 
problems were due to mismanagement or cyclical fluctuations caused by 
random events such as a drought. The close association, often based on 
kinship, between farmers in the neighbourhood meant that over-zealous 
enforcement by an agent might cause damage to his local reputation and 
lose him good client farmers. 

There were also good financial reasons why agents were hesitant to 
foreclose on loans. Agents earned much of their income from their various 
trading activities with farmers, including commission on produce 
consignment and stock sales, and revenue on farming consumables and 
general merchandise. In the event of foreclosure and sale of the farm these 
various forms of income might be lost. Therefore, it might be better to 
support a defaulting farmer in the knowledge that foreclosure could still be 
exercised in the future. The attitude of Wright Stephenson appears to be 
representative of most agent firms: ‘always carry the man with you. Forced 
sales against the clients must do our business harm’. Denny Lascelles drew 
attention to the financial and legal drawbacks of foreclosure: ‘we won’t gain 
anything by having the property in our hands except incurring unnecessary 
expense & should we sell could give a perfect title, we could also sue him 
at any time either for the whole or if we sold for the balance due'.* Taking 
over operation of the farm was equally undesirable in that it could leave an 
agent firm with the additional responsibilities of a series of unprofitable 
concerns, often at a time of great difficulty for the agents themselves. 

A flexible foreclosure policy also brought with it risks. Debt-equity 
ratios of individual farmers were sometimes allowed to rise steeply. 
However, this could spell serious difficulties for agent firms. In the early 
years of the twentieth century PSB, for example, had loans outstanding from 
farmers which were in excess of their security and the subscribed capital of 
the firm.“ Moreover, it brought agents into conflict with banks where the 
latter were the ultimate source of finance and were principally concerned 
with the return on their loans. In such cases agents would be involved in 
pleading on their own behalf and that of their clients, on whom they might 
finally be impelled to foreclose. 

A second inference from this foreclosure policy might be a weakness in 
the credit rationing policies of agents on the basis that some risky borrowers 
might regard them as a softer option than the banks. However, this may be 
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misleading. Screening and monitoring policies were probably more 
important in assigning risk among borrowers. Agent unease over 
foreclosure can be related to the confidence with which they supported their 
original choice of clients. In addition, agents showed no reluctance to act 
against farmers whom they believed were not making the best of their 


operation, or where matters appeared beyond redemption. In periods of 
cyclical downturn in the pastoral sector foreclosure rates inevitably rose 


sharply. 


VI 


The above discussion suggests that credit was largely allocated in a manner 
which benefited the expansion of the pastoral industry. The manner of 
information acquisition and assessment provided agents with effective loan 
screening and monitoring policies while a flexible attitude towards 
foreclosure helped to sustain the better farmers in a sector notorious for its 
large and unpredictable fluctuations. From a borrower’s perspective, lenders 
are often criticised for choosing to finance those clients most likely to repay 
the full loan rather than those with the best overall prospects.“ To a large 
extent the pastoral agents are free of this charge since their lending 
decisions were based upon a broader consideration of the prospects of the 
firm’s operations as a whole due to the ongoing trading relationship between 
the two parties. In this sense, therefore, the agents probably filled the role 
of social accountants quite effectively, sending out mostly accurate signals 
about the business acumen and performance of individual farmers. 

While agents were unlikely to provide finance for entirely novel 
ventures in completely new areas, they did play an important role in the 
modernisation and diversification of the pastoral and related industries. 
Drawing upon their extensive knowledge of all aspects of pastoralism, and 
their well-developed and effective screening and monitoring procedures, 
they appear to have financed a range of related and often pioneering 
activities pursued by farmers or others connected with rural communities, 
particularly where trading business was likely to result. Wright Stephenson 
financed a farmer's expansion into a flax-milling plant: 'the quantity of 
hemp they are now putting through their account will be a valuable one to 
us'." NMA was one of a number of agents which provided finance for dairy 
factories, recognising the range of benefits likely to result. In 1882 it 
established a factory at Edendale in order to attract farmers into the area. It 
also served as an important innovation as a combined factory, experiment 
station, and dairy school. Agents were also prepared to take on more risky 
loans than the banks and bore the brunt of the expansion into new areas, 
including Queensland and western New South Wales. 
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There were some inherent dangers, however, to this system of lending. 
The various contractual arrangements which tied the farmer to his agent, 
frequently for a long period, suggests a lack of competition between agents, 
particularly where loans were contingent upon the agent also handling the 
farmer's other activities. As indebtedness increased in the later nineteenth 
century, the agents were in a much stronger position to dictate trading terms 
to the farmer. Nonetheless, competition did exist for new customers and 
there is evidence of clients changing agents. The board minutes of PSB 
record several examples of farmers transferring tbeir accounts to Dalgety. In 
August 1893 farmers Willcox and Donald of Wongajong transferred their 
account from Denny Lascelles to Dalgety. The farmers acknowledged the 
good working relationship they had had with the former firm but noted that 
they had agreed exceptionally good terms with Dalgety. If this example 
indicates that competition for custom did exist between agents, then 
Donald's subsequent experience with Dalgety illustrates the willingness of 
some farmers to resist unnecessary intervention by the agent. In 1894 he 
withdrew from the relationship with Dalgety, alleging that they obliged him 
to use a nominated solicitor for his legal advice. The material indicates that 
this farmer also conducted some business with Goldsborough Mort and was 
therefore well placed to play off agents against each other.* In addition, new 
entrants to the loans market emerged periodically, including several banks 
in the 1870s, while the domestic wool-broking innovations of 
Goldsborough and Mort weakened the control of many agents over their 
customers through the consignment function. The ability of farmers to 
choose between agents depended largely upon the size and financial 
condition of their individual operation. Highly indebted farmers were more 
likely to rely heavily upon the services of a particular agent. If competition 
between agents was somewhat limited, this welfare loss to farmers was 
more than offset by the substantial advantages, particularly in terms of 
information, accruing from a long-term relationship. 


VII 


It has been argued that stock and station agents and pastoral finance 
companies provided an effective form of credit rationing in allocating loans 
to the Australasian pastoral sector. Their ability to acquire better 
information more cheaply than banks was based upon their local 
networking capabilities and the conduct of a wide range of trading activities 
with individual farmers. These features fostered long-term complex 
contractual relationships based upon trust, reputation, and reciprocal self- 
interest. Their expertise from specialisation in pastoralism also meant they 
were better placed to interpret information and to calculate the risks 
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involved in making advances to new types or geographical areas of pastoral 
enterprise. These information advantages formed the basis for effective 
screening, monitoring, and enforcement policies. Long-term and broadly 
based involvement also suggests a likely convergence between the interests 
of the agents and of the pastoral sector as a whole. 
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The developing German banking system of the second half of the nineteenth 
century has been often commended by historians for its increasingly 
intimate relationships, especially through interlocking directorships, with 
industry. Moreover, a contrast has been drawn with the British financial 
system in which critics have accounted, in part or in whole, for British 
economic ‘failure’ from the late nineteenth century by the apparent lack of 
financial support due to the absence of comparable networks of 
connections. Increasingly, banks are being regarded as nodes in information 
systems which guided the flow of resources through financial markets from 
savers to investors. The role of financial intermediaries can be 
conceptualised as providing informed judgements, so making markets more 
efficient. Therefore, bank managements required knowledge of the range of 
investment opportunities available within their business catchment areas. 
Partial comprehension would bias the flow of funds, whereas poor 
judgement on the part of banks’ managements could be detrimental to the 
stability of their institutions and hence to their depositors and shareholders. 
A central issue, therefore, is the knowledge base and connections of those 
within banks who made lending decisions. 

This issue will be explored through determining the links between bank 
directors, the men who actually dictated bank lending policy, and 
manufacturing within the dynamic Sheffield industrial region during the 
third quarter of the nineteenth century. The aim is to identify the directors 
of the Sheffield Union Banking Company, the Sheffield & Hallamshire 
Bank, and the Sheffield & Rotherham Joint Stock Bank and, by the extent 
of their involvement in local manufacturing industry, establish their 
expertise regarding lending decisions. Members of these boards actively 
ran their banks, meeting once a week to make decisions concerning 
advances and loans.’ Moreover, specific links between bank directors and 
their industrial customers will be investigated in order to assess both the 
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advantages and disadvantages of such close connections.‘ The occupations 
of bank directors and their participation in local industry are established in 
Sections 2 and 4 through utilising surviving bank records,’ alongside trade 
directories and data collected on shareholders of Sheffield limited 
companies. The wider economic identities of bank directors are of 
particular interest. Their links with local industry are discussed in detail in 
Section 3 by considering the accounts of specific manufacturing customers 
to explore local financial networks and their impact upon the lending 
policies of the three banks. The findings elucidate the extent to which 
Sheffield banks were part of a regional information network, which 
furnished the necessary knowledge concerning both investment opportuni- 
ties and potential borrowers’ creditworthiness. This study is restricted but 
the dynamic industrial area of Sheffield and its environs merits a detailed 
examination of its banks, bankers and industrialists. 


I 


In his study of country banks in the Industrial Revolution, Pressnell stated 
that 'the first group of bankers consisted of entrepreneurs, whose approach 
to banking was strongly influenced by the need to provide a local means of 
payment, and was sometimes aided by the wealth already accumulated in 
business’.’ Some of the provincial banks active during the third quarter of 
the nineteenth century developed from the 'private lending clubs' of local 
entrepreneurs described by Pressnell, but had not yet achieved the national 
identity which became increasingly common after 1890. However, little 
work has been undertaken on the links between provincial English bank 
directors — the men that actually formulated bank policy — and their 
industrial customers over the mid-nineteenth century." Research has been 
carried out in this area in other countries, such as Sweden and Austria, 
where strong links between directors of banks and industry existed." Macro- 
studies of nineteenth-century British joint stock banks have been conducted 
and these include work on British banking by Collins? and on Scotland and 
Ireland by Munn and Ollerenshaw." Histories of individual banking 
companies have also been produced, though these vary in quality and 
usefulness.” Much literature concentrates on late-nineteenth and early- 
twentieth-century financial institutions" and there is a substantial amount of 
work contributing to the discussion of the British industrial revolution and 
late-nineteenth-century retardation 'debate'.^ However, there are few 
detailed studies of the role played, at cither a local or regional level, by joint 
stock banks formed between 1826 and 1880. The few investigations 
undertaken into the links between early- and mid-nineteenth-century 
provincial banks and industry have found close ties. Collins and Hudson 
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discovered that in Liverpool and Merseyside ‘promoters and directors of the 
new banks were almost always local businessmen’ .” Hudson, in her work 
on the West Riding, also noted: ‘close links between banking concerns and 
the local business community [are] evident in the dominance of local 
business interests in the ownership and directorship of Yorkshire joint stock 
[banking] companies formed after 1826.''* Furthermore, an investigation of 
the West Midlands by Lescent found that the bank directors ‘had almost 
always been trained in [local] trade and industry rather than in banking' ." 

A detailed examination of such links from archival sources presents 
certain problems, most especially typicality: surviving records only cover tbe 
more successful banks in terms of those institutions surviving to be dissolved 
into the 'Big Five'. Moreover, the findings presented in this paper are based 
upon the analysis of board minutes, themselves a very subjective record. 
Lending policy is not clearly stated whereas the ‘safety’, ‘reliability’ or 
'responsibility', of a customer, or account, or advance or security is referred 
to by directors but not explicitly defined. No formal or informal question- 
naire, or set of criteria, is provided by which judgements, and consequently 
lending policy, were determined. However, the bank directors under 
examination appear to have utilised very clear, if implicit and subjective, 
opinions by which they assessed customers and likely outcomes. To apply 
current assumptions to nineteenth-century men would be dangerous and so 
reference below to conservatism or 'safety' is based very much upon the 
contemporary assessment by the bank directors. Indeed, when examining 
risk management in German and French banks, Pohle warns against 
historians making retrospective assumptions concerning the ability of banks 
to assess information successfully and, consequently, manage risk." 

George Rae, a mid-nineteenth-century banker, provides some insight into 
the opinion of nineteenth-century bankers concerning lending policy. He 
states that 'an overdraft, if granted at all, should be temporary only, limited 
in amount and duration by the occasion which it is required to meet'." 
Moreover, he advised the banker to 'reject as a banking security everything 
that is not readily convertible into money. In short, turn over a new leaf and 
MIND YOUR OWN BUSINESS'.? However, clearly many managements 
of country banks did not follow this advice. Indeed Rae's own bank (the 
North & South Wales) provided overdrafts and advances on various types of 
security." With this lack of formal criteria concerning banking practice in 
mind, the Sheffield banks will be considered in further detail. 


II 


In mid-nineteenth-century England the most important type of financial 
institution was the local bank and the Sheffield & Hallamshire, Sheffield 
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Union and Sheffield & Rotherham are all representative of this typical 
intermediary. A localised base avoided the still significant problems of 
transport and communications but was also encouraged by continuing 
emphasis on parochialism and personal business. Consequently, close links 
between banks' managements and local industry persisted during the mid- 
century, with directors of ‘unit’ banks often being actively involved in the 
economic activity of an area. 

Extractive and manufacturing industry in Sheffield and its environs 
provided the area’s banks with significant clienteles. Iron, steel and coal, as 
well as the secondary metal trades, dominated this regional economy, 
whereas from 1850 the structure of these industries changed as units of 
production gradually shifted from being ‘domestically based’ to more 
capital-intensive modes of organisation. This led to new financial demands 
being made upon local banking, whilst iron, steel and secondary metal 
manufacturing were very susceptible to cyclical forces which caused further 
approaches to local banks at certain times.” 

Table 1 gives an indication of the comparative size of the four main 
Sheffield banks in 1850 and 1880. A sizeable proportion of Sheffield banks’ 
advances went to industrial customers, but their main source of funds was 
deposits, potentially subject to withdrawal at short notice. Therefore, in 
order to match such liabilities, lending to industry consisted of short-term 
loans and discounting bills, resulting in long- and medium-term credit being 
provided by the renewal of short-term facilities. With such lending, 
information regarding existing and potential customers was required to 
ensure basic liquidity of the banks’ assets. 


TABLE 1 
BANKS IN SHEFPIELD, 1850 AND 1880 


Bank Capital Reserve Deposits Advances Branches 
Paid Up Pund & Bills 

£ 000s 1850 1880 1850 1880 1850 1880 1850 1880 1850 1880 

Sheffield & 

Rotherham 27 161 12 90 - - - - 1 5 


Sheffield Union 12! 180 22 25 97 446 208 650 2 6 


Sheffield & 
Hallamshire 125 210 15 86 179 632 344 946 0 0 
Sheffield 
Banking Co. 125 293 126 115 - - - - 1 3 





Source: Banking Almanac, 1850 and 1880 and W.F. Crack and J.E. Wadsworth, A Hundred Years 
of Joint-Stock BanJang (Loodon, 1936), p.240. 
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IV 


The establishment and/or control of joint stock banks by industrialists had 
the advantage that their directors could, theoretically, assess the 
creditworthiness of customers engaged in manufacturing more effectively 
due to their personal knowledge of constituents of the local economy. The 
reduction of risks related to lending was crucial for all banks,” but 
especially in industrial areas where potential exposure tended to be higher 
as loans to manufacturers were often larger and, relatively, less liquid than 
other types of accommodation.™ Furthermore, more of the customers of 
banks in industrial areas were firms drawn from the same industry. The 
provision of a large aggregate total of accommodation to the same sector 
made banks especially vulnerable to cyclical crises.? The significance of 
obtaining dependable information arose also from the limited extent to 
which provincial banks varied charges on advances — interest rates were not 
related to perceived risks involved in granting advances but were fixed at 
either four or five per cent during the third quarter of the nineteenth century 
in the ‘provinces’. Instead profits were usually made by charging 
commission upon tbe 'returns' of an account, usually at five per cent, and 
consequently much emphasis was placed by bankers upon the volume of 
turnover on manufacturing accounts. Credit was often extended on the 
condition that ‘sufficient returns’ were subsequently generated. Moreover, 
large accounts with high returns were often attracted by the offer of 
accommodation, a policy which could involve further risks for a bank.” 
Therefore, increased risk to a bank, resulting from the practice of charging 
‘fixed’ rates of interest on advances, made the assessment of customers’ 
creditworthiness even more vital. 

The importance of links between directors of the Sheffield Union, 
Sheffield & Hallamshire and Sheffield & Rotherham, on the one hand, and 
local industry, on the other, is evident in the banks' minute books, especially 
in the noting of the selection of new directors. For instance, when the 
chairman of the Sheffield Union resigned in 1876, he stated that 'in the 
present derangement of trade all directors should be vigilant and have a 
good knowledge of the business of the town and neighbourhood’.” 
Although this objective was stated during a depression, knowledge of local 
trades and their business methods was equally desirable during all phases of 
the business ‘cycle’. Thirty years earlier the Annual Report of the Sheffield 
& Rotherham described two new directors, Sorby and Lockwood, as 'well 
known in the town and neighbourhood as bearing high mercantile character, 
and well fitted from their commercial and general knowledge’.” In 1860, 
another new director was presented as 'well qualified, both by local 
standing and business habits'.* The death of Marsh, a steel manufacturer 
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and a Sheffield & Hallamshire director for nine years, led his fellow 
directors to acknowledge ‘his long experience in business’, which 
‘constituted him a most valuable colleague'.? Therefore, local business 
experience appears to have been considered a sine qua non for a provincial 
bank director. 

This search for business intelligence could go further, in 1872 the 
Sheffield Union Bank's directors specifically appointed Dennis Davy to 
process 'more fuller information respecting the premises, plant and stock, 
and also the modes of doing business’ of their customers.” Davy had a ‘long 
connection with the Engineering business in Sheffield and ... ready access 
... to most of the factories in this town’ through having been a partner in 
Davy Brothers, a large engineering and steel manufacturing firm.? His post 
as an 'industrial adviser' further illustrates the importance that the Sheffield 
Union placed upon gaining reliable information. 

In order to establish the extent of their business knowledge, through 
particular industrial connections and 'business interlocks' between banks 
and industry, specific attention will be given to directors' occupations. 
Tables 2, 3 and 4 list the three banks' directors, along with their occupations 
and the companies in which they were involved, as far as it can now be 
ascertained." All of the directors resided in the local area. Those companies 
marked by an asterisk were customers of the associated bank. The tables 
show that the majority of directors camé from the local business 
community, being involved in either manufacturing or commerce. Such 
backgrounds strongly suggest that they were in a position to make informed 
judgements concerning customers' creditworthiness as a result of their own 
personal experience and through a network of industrial information that 
would have existed, at least implicitly, amongst manufacturers in an 
industrial city such as Sheffield. Indeed, in the course of running their own 
businesses, bank directors probably came into contact with many of their 
banks' manufacturing and commercial clients. The composition of the 
Sheffield & Rotherham's board differed in that four members were 
specialist bankers: three were direct descendants of the partners in the 
progenitor eighteenth-century private bank while the fourth had been a 
long-serving manager.“ 

The majority of the directors of the Sheffield Union, the Sheffield & 
Hallamshire and the Sheffield & Rotherham possessed considerable 
industrial expertise, so providing strong links between these banks and 
Sheffield’s industries. However, these relationships between lenders and 
borrowers could also be disadvantageous to a bank. Customers, through 
these ties, could sometimes obtain larger loans than they might merit, so 
becoming heavily indebted to the bank. Such a situation was highly 
undesirable for provincial banks, given generally their relatively small 
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sizes, resulting in illiquidity and instability. Moreover, specific . links 
between banks and industry also existed; the companies in which bank 
directors were involved often also held accounts with their respective banks. 
Again, such links could potentially result in a biased lending policy which 
could destabilise a bank. Therefore, the establishment and/or control of 
banks by industrialists may have been detrimental to small provincial banks. 
The management of accounts of manufacturing companies owned by bank 
directors will now be examined in detail in an attempt to detect any bias. 
The accounts referred to are the business accounts of the bank directors and 
only when specified are personal accounts considered.” 


TABLE 2 
DIRECTORS OF THE SHEFFIELD UNION BANK, 1850-85 


Name Occupation Company 

Vickezs, Edward Steel merchant and * Naylor Vickers & Co. 
manufacturer . 

Smith, William Steel merchant and * Hallamshire Steel & File Co. 
manufacturer Ltd. 

Bassett, George Manufacturing Confectionec * Georgo Basset & Co. 

Johnson, Samuel Meggitt Manufacturing Confectioner * George Basset & Co. 

Smith, Francis E Share broker * RE Sonth & Soas 

Smith, Francis Patrick Solicstor Smith, Hinde, Smith & Elliott 

Holland, Richard Groves Iiron & Steel merchant R. G. Holland 

Hall, John Grocer 

Maugham, Mark Draper 

Smith, William Gentleman 

Sorby, Richard Coal Owner 

Wood, Hugh Surgeon 

Brown, John Unidentified 

Hall, John Junior Unidentified 

Parker, William Unidentified 


Sources MBA. SUB, BDM, AD 2, 3, 4 and 5 (occupation stated at time of election to office), 
White's Directory, 1852, 1862; 1879; and Kelly's Directory, 1881 


V 


Cottrell found that close links between provincial banks and local industry 
could prove to be dangerous for the banks involved and, for example, the 
Northumberland & Durham District Bank failed in 1857 after supporting 
the Derwent Iron Company. Cottrell commented that ‘the reason for the 
loans would appear to have been the close personal tie between the bank and 
the company through J. Richardson, who was both the bank’s managing 
director and on the board of the iron company'.* Equally, 20 years later the 
Cumberland Union Bank became 'overlent' and consequently weakened 
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through substantial credits to local iron and steel firms.” Collins found that 
the debts accumulated by the iron company, Vaughan & Co., to the 
Middlesborough branch of the York City & County Bank caused major 
liquidity problems for the bank during the late 1870s.38 Did the strong links 
between Sheffield bank directors and local industry, potentially a cause of 
instability for their banks, result in a comparable bias in lending policies? 
Interlocking between the directors of the three banks and local companies is 
demonstrated in the Tables 2, 3 and 4. By examining specific company 
accounts, an attempt will be made to analyse the influence of such close ties 
upon bank lending policy. 


TABLE 3 
DIRECTORS OF THE SHEFFIELD & HALLAMSHIRE BANK, 1855~85 








Name Occupation Company Time at Bank 
Appleby, Pramcis R. Steel merchant & * John Kenyon & Co pre-1850— 
manufacturer 
Cowlishaw, John Electro-plater, gilder and * John Yeomans 1873— 
Yeomans pearl merchant 
Peace, Charles Pile manufacturer * Joseph Peace & Co 1861- 
Marsh, John Steel merchant & * Marsh Bros pre-1850— 
Marsh, Theophilus Steel, tool & cutlery * Marsh Bros 1872-81 
Chambers, Arthur Coal & iron master * Newton Chambers & 1885- 
Co. 
Colley, Francus Curner & leather cutter Francis Colley & Sons 1863-72 
Howson, William Cutiery merchant & Harrison Bros. & 1874-84 
Howson 
Brown, John Bower J.P. James Farrbrother & 1851- 
Co. Ltd (Director) 
Burrows, Samuel Henry Iron master S.H. Burrows & Son 1883- 
Blake, Thomas Type founder Stephenson, Blake & Co. 1852-54 
Cockayne, William Draper Thomas pre-1850-8] 
Cockayne & Co 
Smith, Joshua Cutlery & tool Thomas Turner & Co 1860- 
Ward, David Tool merchant & Ward & Payne 1882- 
manufacturer 
Harman, William Cutlery merchant & William Harman & Co. 1883- 
manufacturer 
Burdekin, Benjamin J.P. pre-1850— 
Carr, John Surgeon & coal owner 1855- 
Hawksley, John Willmm Gentleman 1872- 
Ward, Joseph Coal dealer pre- 1850-60 





Sources. MBA SUB, BDM, AD 2, 3, 4 and 5; White's Directory, 1852; 1862; 1879, and Kellys 
Directory, 1881. 
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TABLE 4 
DIRECTORS OF THE SHEFFIELD & ROTHERHAM JOINT STOCK BANK 1836-85 





Director's Name Occupation Company Owned/Employee Tune at Bank 
Creswick, Thomas Silver plater & catler * Creswick, T, J & N 1836-52 
Chambers, George Wilton Coal owner * George Wright & Co. and 1860-1904 
* Owens Patent Tyre & Axle 
Harrison, Henry Cutler * Harrison Bros. & Howson — 1873-93 
Beet, William Jonathan Coal owner * John Beet & Sons 1852-57 
Saby, John Tool, file etc * Jobn Sorby & Sons and 1844-61 
manufacturer * Lockwood Bros. 
Lockwood, William Merchant & file * Lockwood Bros. 1874-76 
manufacturer 
Sanderson, Jobn Merchant * Sanderson Bros 1879-1901 
Walker, George Sugar refiner & coe] * Walker & Wall 1853-74 
owner 
Jessop, Thomas Steel manufacturer ‘* William Jessop & Sons . 1858-87 
Walker, Horace Coal owner George Walker & Sons 1874-85 
Barker, Thomas Rawson Lead manufacturer Rawson, Barker & Co. 1871-73 
Hall, Ebeneezer Silver plate Roberts & Hall and Martin 1868-1902 
manufacturer Hall 
Fisher, Henry Steel manufacturer Shaw & Fisher 1877-78 
Walker, Henry Banker Sheffield & Rotherbam Bank 1836-51 
Walker, Joshua Banker Sheffield & Rotherham Bank 1836-61 
Stanley, Charles Banker Sheffield & Rotherham Bank 1836—43 
Brown, William Bank manager Sheffield & Rotherham Bank 1861-68 
Hounsfield, George Coal owner 1842-70 
Hounsfield, Bartholomew Colliery agent 1836-41 
Jeffcock, Thomas Dunn Mining engineer and 1853-59 
ageat 
Jackson, Thomas Unknown 1836-43 
Sorby, Alfred Unknown 1861-66 
Sorby, Clement Unknown 1866-1901 





Sources RBSA; White's Directory, 1836, 1852; 1862; and 1879; Kelly's Directory, 1881. 


Some directors of the Sbeffield Union, Sheffield & Hallamshire and 
Sheffield & Rotherham chose to use the services of their respective bank for 
their business accounts. The advances involved varied, but most were of 
medium size (below £10,000)" and, generally, appear to have been run 
without incident, or bias, on the part of the banks' boards. Indeed, for their 
part, Sheffield & Rotherham directors appear to have had a conservative 
lending policy, regardless of their individual involvement in manufacturing 
concerns. Yet even this stance proved not to be an insurance against 
difficulties. Amongst the three banks, three customers linked to bank 
directors caused difficulties and one of these cases resulted in the 
destabilisation of the Sheffield Union.” These relationships will be 
examined in some detail to ascertain the influence, or otherwise, that 
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interlocking directorships exerted. 

The Sheffield & Rotherham experienced difficulties in dealing with an 
account held by one of its directors — William Beet. The transactions arising 
provide an example of, first, a bank director experiencing a conflict of 
interests and, second, the only case amongst all three banks where a 
complete breakdown occurred in the relationship between a bank director 
and his colleagues. John Beet & Sons, steel and tool manufacturers, had 
four partners — the bank director William Beet, his brother Thomas and two 
others. By October 1856 the total debt of William Beet’s various interests 
amounted to £7,356, comprising the company’s overdraft, Beet’s personal 
account and that of the Fence Coal Co.“ The bank pressed for repayment, 
despite holding security for John Beet & Sons’ account, which led the other 
partners of this concern to comment that ‘the board must have some peculiar 
motive for pressing them so strongly’ .” Indeed, the sums involved were not 
unduly large? and a bank director was personally involved in the venture, 
factors which might appear to call for some leniency. However, as details of 
the account, and the security held for it, revealed after investigation, the 
Sheffield & Rotherham’s board was wise in its vigorous approach. It 
transpired that the security for the old accounts was valueless.“ John Beet 
& Son’s overdraft increased through small advances granted by the bank’s 
manager not being repaid as promised and through dishonoured bills. 
Moreover, Beet and his brother were acting alone. The patience of Beet's 
other two partners expired in May 1857; they removed him and his brother 
from the business and the partnership was dissolved. The repayment of 
existing debts was a long, complicated process which revealed that ‘money 
was taken out of the concern’ but ‘the Beets do not admit to this’. Beet was 
involved in some rather dubious business practices which strained his 
relations with the bank’s board to such an extent that the Sheffield & 
Rotherham directors resolved to obtain his resignation in December 1857, 
commenting that he had not attended board meetings for many months.“ In 
his reply Beet stated that his business required ‘the whole of his time and 
that it was therefore necessary for him to resign’.” This further illustrates 
the difficulties that could arise due to conflicting interests between a bank 
director and his involvement in industrial ventures, both in terms of debts to 
the bank and the time necessary to fulfil two roles. In this case problems 
were likely to have been exacerbated by Bect’s evasive approach, yet of the 
three banks examined he appears to be the only director who wilfully misled 
his colleagues and antagonised them to such an extent that a resignation was 
requested. 

The relationship between Naylor Vickers & Co. and the Sheffield Union 
provides an example of the dangers arising from the support of one large 
industrial customer.* During the 18503 Edward Vickers was involved in 
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Naylor Vickers & Co., one of the largest ‘and most successful Sheffield 
companies, and, despite being the town’s smallest bank, the Sheffield Union 
held its account. This is probably attributable to Edward Vickers having 
been a founding member of the Sheffield Union and one of its first 
directors.” The bank lent large sums to the firm, totalling in aggregate more 
than its equity of £82,000 in 1856.” The 1857 crisis occurred precisely 
when Naylor Vickers required maximum assistance due to a parallel 
American financial disturbance seriously affecting its business. 
Consequently, the Sheffield Union in turn had to rely heavily on its London 
agents. When Naylor Vickers suspended payments in 1858, it had advances 
of £60,000 from the bank. This was equivalent to 73 per cent of the bank's 
equity?" and approximately 47 per cent of its total agreed advances to 
manufacturing industry in that year" Edward Vickers was a Sheffield 
Union director and his boardroom presence may have contributed to this 
situation. Vickers retired from the Sheffield Union on the failure of his 
company, which may have been due to the demands of its financial 
difficulties but equally could have arisen from his compromised position — 
being simultaneously a director of, and a major debtor to, the same financial 
institution. The Sheffield Union was forced both to tum to the Bank of 
England for assistance and obtain loans of over £30,000 from its directors.” 
The bank survived, and thereafter the credit extended to Naylor Vickers was 
rapidly reduced to £30,000* and the Sheffield Union did not incur a 
considerable loss. However, this bank's management failed to learn the 
lesson of the risks involved in heavy lending to one particular company, as 
in the late 1870s it became substantially committed to Albion Steel & Wire, 
8 case discussed in more detail below. 

The Sheffield & Hallamshire Bank's board displayed an awareness of 
the potential conflict of interest that close links between directors and 
manufacturing customers could cause. In 1868, when the newly established 
Joseph Peace & Co. Ltd applied for an account, the board minutes state that 
*Charles Peace retired from the room';? Peace was not a director of this 
limited company, but had been a partner before its conversion and was a 
relative of its managing director, Joseph Peace. Two other Sbeffield & 
Hallamshire directors, Arthur Marshall Chambers and John Yeomans 
Cowlishaw, were directors of Newton Chambers & Co. This bank's 
relationship with Newton Chambers is important since it involved large 
advances; the overdraft steadily increased from £7,000 in 1851 to £20,000 
in 1865, to £68,000 in 1876 and £100,000 in 1879.* Yet the bank does not 
appear to have been destabilised by Newton Chambers' account, despite the 
extent of accommodation involved. Close monitoring occurred with 
frequent balance sheet examinations and such investigations usually 
resulted in the account being declared ‘safe’, ‘sound’ or ‘satisfactory’.” 
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Moreover, collateral security was also held. The safety of the Newton 
Chambers account was underwritten by the partners’ substantial capital, 
which totalled £128,000 in 1878 when the overdraft exceeded £70,000." If 
partners died, they were replaced and new capital was brought into the 
company.” Furthermore, the overdraft was used primarily to expand 
Newton Chambers’ operations, rather than providing working capital for an 
ailing concern, and the most notable expenditure so financed involved the 
purchase of new collieries.” The apparent viability of the company may 
have been a reason for the bank providing such a large amount of credit. 

Newton Chambers’ account was handled with a high degree of 
flexibility and leniency by the Sheffield & Hallamshire, noted several times 
in the board minutes by both the bank and the company." However, such 
treatment does not appear to have stemmed from the bank's directors having 
interests in this particular firm. The discussions mainly involved Thomas 
Chambers and Matthew Chambers; Arthur Marshall Chambers or John 
Yeomans Cowlishaw (the two bank directors) are not specifically 
mentioned, whereas Arthur Marshall Chambers only joined the bank's 
board in 1885. Consequently, the lenient treatment of Newton Chambers' 
account appears not to have been a result of a particular forum provided 
through interlocking directorships. Furthermore, the problems that arose 
between the Sheffield Union and Naylor Vickers did not occur in the 
relationship between the Sheffield & Hallamshire and Newton Chambers. 
Although the credits provided by the two banks to their largest industrial 
customers were similar — £100,000 to Newton Chambers and £60,000 to 
Naylor Vickers — the customer bases and the sizes of the two banks were 
very different. The great majority of Sheffield Union clients were industrial, 
while this bank was not as large as the Sheffield & Hallamshire, so that 
when it became so heavily involved with one manufacturing customer it had 
fewer resources to draw upon and was consequently destabilised. In 
contrast, the Sheffield & Hallamshire was both larger and had a wider range 
of both industrial and non-industrial customers, with the latter usually not 
requiring such a high degree of accommodation as the former. When 
Newton Chambers relied heavily upon its resources, the bank was not put 
under as great a strain as the Sheffield Union. 

Did an information network encompass the three Sheffield banks? There 
is little evidence in the banks' board minutes to suggest the occurrence of a 
mutual flow of information, with the only instances of collaboration 
referring to interest rates or fraudulent bank notes. Importantly, there are 
several examples of customers being rejected when they already held an 
account elsewhere, implying rivalry rather than co-operation. Moreover, 
bank directors did not hold shares in other banking concerns in the region. 
Thus, it appears that the banks under examination usually operated as 
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separate units and that distinct lending policies were formulated by each 
individual bank. 

In general, the existence of interlocking directorships between the banks 
examined and their industrial customers appears not to have influenced 
lending policy to a dangerous extent The only major instance of 
embarrassment involved the Sheffield Union and Naylor Vickers. It is not 
possible to ascertain all the factors in this particular relationship which 
resulted in such large advances being granted at the risk of the bank, but the 
influence of Edward Vickers must be considered an important factor. This 
conforms with Hudson's findings for the carly-nineteenth-century joint 
stock banks of the West Riding. She states that ‘it seems that most bank 
lending to directors, their relatives and acquaintances was consistent with 
safe banking practice’; yet, as in the case of the Sheffield banks, there were 
notable exceptions. 


VI 


The directors of the Sheffield Union, the Sheffield & Hallamshire and the 
Sheffield & Rotherham were involved in manufacturing concerns other than 
their own. The companies in which the bank directors held shares have been 
identified by employing data from share returns of undertakings that 
adopted limited liability in the Sheffield region between 1855 and 1885." 
The results again indicate close relationships between the banks' senior 
managements and local manufacturing industry. Moreover, they imply that 
networks spread further than those constituted simply by links between one 
bank and its customers, and that tbese wider information networks were 
probably deployed by bank directors when formulating their personal 
investment decisions. 

Bank directors invested in shares of local limited liability companies and 
such links may have had implications for the treatment received by bank 
customers. Table 5 illustrates the shareholdings held by directors of 
Sheffield Union in local limited companies, with those marked by an 
asterisk being also customers of the bank. Sheffield & Rotherham and 
Sheffield & Hallamshire directors also invested in local industry through 
share purchases. Eight directors of the Sheffield & Rotherham had 
shareholdings in 13 different companies, but only Yorkshire Engine appears 
to have held an account with the Sheffield & Rotherham, while George 
Walker's 50 shares in this company were unlikely to have influenced 
lending policy. Eleven of the Sheffield & Hallamshire directors held shares 
in 12 different local companies. Three of these firms were also customers of 
the bank: Joseph Peace and Co. Ltd, Newton Chambers & Co. Ltd, and 
William Cooke & Co. Ltd. 
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TABLE 5 
COMPANIES IN THE SHEFFIELD RBGION IN WHICH THE SHEFFIELD UNION BANK DIRECTORS 





WERE SHAREHOLDERS 
Name Company Share No. of 
Type Shares 

Smith, William * Albion Steol & Wire Co. Ltd Ordinary 50 
Brown, Jobn * Albion Steel & Wire Co. Ltd Ordinary 10 
Smith, Francis E. * Albion Steel & Wire Co. Ltd Ordinary 92 
Bassett, Gcorge * Albion Steel & Wire Co. Ltd Ordinary 5 
South, Francis Patrick * Hallamshire Steel & Pile Ltd Ordinary 100 
Smith, William * Hallamshire Steel & File Ltd Vendors 600 
Smitb, Prancis E. * Northfield Iron & Tyre Co. Ltd Ordinary 212 
Vickers, Edward * Vickers Sons & Co. Ltd Ordinary 272 
Smith, Francis E. Cardigan Iron & Steel Co. Ltd Ordinary 75 
Johnson, Samuel Meggitt Charlies Cammell & Co. Ltd Ordinary 3 
Smith, Francis Patrick Charies Cammell & Co. Ltd Ordinary 10 
Smath, Francis E Chariton Iron Co. Ltd Ordinary 14 
Vickers, Edward Clogan Co. Ltd Ordinary 111 
Smith, William Davy Bros. Ltd Ordinary 10 
Smith, Francis E. Davy Bros. Ltd Ordinary 30 
Johnson, Samuel Meggitt — Kelham Mill Ltd Ordinary 75 
Smith, Prancis E Kelbam Rolling Mills & Co. Ltd Ordinary 115 

Midland Mining Co. Ltd Ordinary 30 
Johnson, Samuel Meggitt — Neepecnd Rolling Mills Co. Ltd Ordinary 50 
Bassett, George New Midland Mining Co. Ltd Ordinary 120 
Brown, John Phoenix Bessemer Co. Ltd Ordinary 10 
Smith, Francis E. Phoenix Bessemer Co. Ltd Ordinary 15 
Smith, William Sheffield High Moor Colliery Ltd Ordinary 10 
Holland, Richard Groves William Cooke & Co. Ltd Ordinary 10 
Brown, John William Cooke & Co. Lid Ordinary 10 





Source. PRO: BT31 sexies. 


The possession of shares by bank directors in companies which were also 
customers of the bank does not appear to have affected the decisions 
concerning such accounts in the majority of cases. For example, four 
Sheffield & Hallamshire directors held 95 shares in William Cooke (nominal 
value £4,750), but this did not influence their decisions as a cautious policy 
towards the company was adopted, despite its size and turnover.* 

However, with the account of Albion Steel & Wire, the Sheffield Union 
became dangerously involved in its support for a company in which four 
bank directors held 157 shares (nominal value £2,355). Albion Steel & Wire 
was an important customer, borrowing heavily from the Sheffield Union 
during the 1870s to accumulate a debt of £92,000 by 1876 when it was 
forced to wind up.” As a consequence, the bank suffered substantial losses 
through supporting one industrial concern to such a large extent.“ The 
equity interests of the bank directors in this customer may be explained by 
two connections. First, the new limited company arose from the merger of 
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two unlimited companies — a firm of the same name and George Gray & Co. 
The latter had been a Sheffield Union customer since 1863, but by 1872 
owed the bank £47,531. This debt was taken on by the new limited 
company, Albion Steel & Wire Co. Ltd, which may provide a reason for the 
directors being so ready to invest personally in the new limited company — 
they had the bank’s interest in mind when attempting to ensure the success 
of the new venture by purchasing shares in it. A second reason may stem 
from one of the initial subscribers to the Memorandum of Association — the 
effective ‘promoters’ of the company — being George Bassett, a director of 
the Sheffield Union. Bassett could have used his influence on the bank’s 
board to encourage the purchase of shares in this company but, more 
importantly, to encourage the provision of credit. The limited company, on 
the other hand, would have wanted the prestige of having a bank director as 
one of its initial subscribers. 

It is clear that those who formulated the lending policies of the Sheffield. 
Union, Sheffield & Hallamshire and Sheffield & Rotherham often invested 
personally in local industry and, therefore, had an active role in promoting, 
in addition to owning, manufacturing in the Sheffield region. Only Albion 
Steel & Wire and Naylor Vickers appear to have enjoyed, on their parts, a 
very lucrative/preferential relationship with a bank. This may have been 
influenced by the Sheffield Union directors, who were actively involved in 
these firms, either by ownership or through personal investments. The 
Sheffield Union suffered financially from the close relationships with these 
two companies, a case for the argument against close bank/industry ties. 
However, the other companies in which bank directors invested and/or 
owned seem not to have received any special treatment from the banks, in 
terms of generous, or unwise, lending with insufficient security. The 
commitment of the Sheffield & Hallamshire’s lending to business clients in 
which its directors were involved was clearly not as substantial in relation to 
the bank’s size, and therefore not as destabilising as was that of the Sheffield 
Union. Furthermore, the Sheffield & Rotherham was inclined to adopt a 
cautious lending policy, regardless of whether customers were owned by 
members of its board. Indeed, customers for whom links were less marked 
appear to have received the same treatment as the majority of those firms 
with close personal ties.” Only two exceptional cases caused a bank to suffer 
through a close involvement between its directors and manufacturing 
clients: Naylor Vickers & Co. and the Albion Steel & Wire Co. Ltd. 


VII 


An efficient regional financial system was of benefit to both banks and 
industry in nineteenth-century England. However, the provision of credit by 
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provincial banks involved risk, particularly in industrial areas and especially 
through over-commitment to particular customers. Theoretically, efficiency 
could be increased and risks reduced by banks' managements obtaining 
information and thereby assessing customers' creditworthiness more fully. 
The majority of such information appears to have been acquired from bank 
directors' connections with local industry and, consequently, their 
customers. Risk could also be diminished by the provision of collateral 
security* and by monitoring accounts, the assessment of which would also 
benefit from the possession of industrial knowledge. 

Close links existed between banks and industry in nineteenth-century 
Sheffield, as has been demonstrated by the existence of interlocking 
directorships/partnerships, the ownersbip of local firms by bank directors, 
and the purchase of shares in a variety of local manufacturing concerns by 
banks' directors. Therefore, in the case of Sheffield criticism of English 
banks for their apparent lack of financial support of industry appears not to 
be due to the inadequacy of banks' connections with industry. Indeed, a 
local financial/industrial network appears to have existed, supplying 
information and business contacts that could be utilised by bank directors. 
The directors actually formulated bank policy and therefore their industrial 
knowledge and participation in networks were of vital importance to the 
decision-making process involved in the provision of finance to local 
manufacturers. 

The three banks examined were by no means investment banks, as of the 
German model, but they did provide some significant support to, and had 
close connections with, local manufacturing industry. Thus, the supportive 
nature of the German banking system, often regarded as being beneficial to 
the development of industry, was not exactly mirrored by the English 
provincial banks examined here. However, the close ties that existed 
between local banks and industry in Sheffield, as demonstrated above, 
indicates that English banks were not passive, conservative suppliers of 
credit as has been previously perceived. 

However, the impact of bank/industry networks could have had both 
negative and positive effects on the lending policies of the Sheffield Union, 
the Sheffield & Hallamshire and the Sheffield & Rotherham. It would have 
been advantageous for bank board members to have had a considerable 
knowledge of local industry on which to assess a company's 
creditworthiness and also to attract new customers. Conversely, intimate 
links could have been disadvantageous to a bank: manufacturing customers 
in which bank directors were involved could have received preferential 
treatment, become highly indebted to the bank and thus create illiquidity 
and instability for the financial institution. Moreover, if the bank directors 
were not dispassionate in their judgements, negative decisions could have 
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been made against rival companies. However, the three banks examined 
appear to have preserved impartiality when dealing with manufacturing 
customers as a whole and, more importantly, those in which directors were 
involved. Indeed, it was in their interest to behave in such a manner: the 
maintenance of a stable banking system could provide local firms, including 
their own, with accommodation and benefited all concerned. Thus, overall, 
it appears that the advantages of bank board members having a good 
knowledge of local industry and access to a regional information network 
outweighed the dangers such ties could have brought. Where instability did 
arise, as in the case of the Sheffield Union and Naylor Vickers & Co., an 
interlocking directorship was influential but could not have been solely to 
blame. 


NOTES 


I am very grateful for the help and assistance of Edwin Green and Sara Kinsey, archivists at the 
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1. This peper is based upon L.A. Newton, "The Finance of Manufacturing Industry in Sheffield 
c 1850 to c.1885' (unpublished Ph.D. thesis, University of Leicester, 1994) and the 
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Between Markets and Networks: Regional 
Banks in Italy 


FRANCESCA CARNEVALI 
University of Birmingham 


Using network theory formulated by sociologists, this essay aims to show 
that local banks, by belonging to a regional network, can overcome 
information asymmetries within loan contracts, and therefore reduce 
screening, monitoring and enforcing costs more easily than can national 
banks. More generally, the article explores the possibility that ‘non- 
economic’ (that is, not easily priced) factors such as social relations, 
location and shared history can influence economic transactions. 

After an initial description of the nature of the costs of loan contracts, 
the regional network is defined and transactions within it are shown to be 
regulated both by market rules and by social relations. The rules that 
regulate the regional economy are applied to the transactions between local 
banks and firms to see whether, by operating within the network, banks can 
reduce the cost of assessing potential customers, monitoring their activity 
and eventually enforcing contracts. The last two sections of the article 
describe first the Italian banking system, to show how regulation has 
segmented the market to link local banks to smal] firms, and finally 
evidence is presented of the use made of the network by a local bank to 
evaluate the creditworthiness of prospective customers. 


Ii 


As a profit maximiser, one of a bank's aims is to engage in transactions 
which involve the lowest costs possible. The transactions costs inherent in 
the business of lending money concern, in the first instance, the cost of 
gathering information about clients and their business in order to minimise 
the risk of default. After the loan has been granted, the bank incurs other 
costs connected with monitoring the customer's business as it attempts to 
reduce the risk of moral hazard and, in some cases, with the necessity of 
enforcing the contracts’ non-compliance clauses.” 

Gathering information is a costly activity and resources can be saved if 
prospective customers show their creditworthiness by meeting some formal 
requirements concerning, for example, their balance sheets and per- 
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formance records. Not having much collateral, and with a limited cash flow, 
small firms experience more difficulty in securing loans, or extensions of 
overdrafts, than do large firms, especially in the case of investments for 
innovation.” Information asymmetries could be reduced by additional 
knowledge of a more informal nature about the trustworthiness of an 
applicant and the prospects of a business. It has been hypothesised that 
supply constraints in the provision of finance to small firms might arise as 
the cost, for a bank, of acquiring information that goes beyond that which 
can be formalised (collateral, cash flow, track record, and so on) is, in many 
cases, too high in relation to the returns.‘ In assessing non-formalised 
information, however, not all financial institutions have the same cost 
function. Those banks whose decision-making centres are physically closer 
to the small firm can access local knowledge more cheaply than those banks 
which use a branch network to transmit information from the periphery to 
the centre.’ : 


IH 


Before analysing how proximity helps local banks to reduce transaction 
costs it is necessary to describe the theoretical framework used to define a 
regional network. Knoke and Kuklinski have argued that ‘relations are the 
building block of network analysis. A network is generally defined as a 
specific type of relation linking a defined set of persons, objects or events’.‘ 
In the Italian case, the regional network has specific characteristics, as the 
people that live in the same geographical area relate to each other in a way 
unique to the group to which they belong. This is because they share a 
common language, often in the form of a dialect; they share a common 
history, probably of municipal origin; they share the same set of cultural 
points of reference, in the form of religion and belonging to the same ethnic 
group. By inhabiting the same area, they share physical proximity from a 
very early stage and experience collectively the changes to the social, 
economic and political fabric of the region. In other words, they share in the 
making of the history of their locality; most importantly, they also share the 
same economic environment, in terms of the experiences connected to tbe 
same industrial sector.’ 

The regional economic network is characterised by the fact that within it 
transactions are regulated both by market rules and also by the existence of 
the specific relationships existing between the actors based on the points 
listed above. The literature on regional networks refers mainly to the Italian 
case, as this has been studied by historians, sociologists and economists 
alike, as an example of economic activity regulated by social action. This 
literature suggests that much of the success of the small firm sector in Italy 
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can be attributed to the interconnections which exist between firms that 
share the same locality and the same industrial sector. These connections 
allow the creation of external economies that include, for example, the 
dissemination of information and the regulation of transactions. Recent 
research has highlighted the role played by Italian local banks in the 
development of regional economies in the post-1945 period. This work, 
based on the same framework as that used by network theorists,’ establishes 
bow the conditions that allow for inter-firm co-operation inside the district 
can be generalised to include other economic actors, such as local banks. 

The historical reason for the existence of these banks was, in many 
cases, the explicit defence of local societies from the market.’ Even if these 
banks have, over time, abandoned their original vocation, many preferential 
relationships with the local economy and social environment have remained 
unchanged.” This relationship between financial intermediaries and firms 
has been shown to be mutually beneficial, as a prosperous regional 
economy will transfer its funds to the local banks for reinvestment in a 
virtuous cycle where the lenders, being involved with the economy that 
supports them, get to know the characteristics and potential of local firms.” 
The close connection between banks and firms also carries, however, the 
risk of capture and of this cycle becoming vicious. Banks may support 
businesses for reasons outside the scope of economic development. It is 
possible that some bank managers may participate in sub-optimal activity 
by, for example, granting credit to their friends without seriously 
considering their creditworthiness. In this way, the long-term prosperity of 
the local economy can be seriously endangered.” 


IV 


This section will analyse how a local bank can make use of the connections 
it has within the network to acquire and use information about a customer. 
The first cost a bank encounters when deciding whether to grant a loan is 
that of collecting reliable information. Inside the local network there are 
participants who can provide information additional to that supplied by the 
firm through formalised media such as an application form. These 
informants can be organisations who are clients both of the bank and of the 
applicant firm, associations such as the local Chamber of Commerce, or 
other financial institutions. The regional economy is uniquely different from 
other business networks as the welfare of the individual participants 
depends on the welfare of the whole community. Therefore, there is little 
inceative not to co-operate, as withholding information or providing faulty 
information would reduce the welfare of the individual by reducing that of 
the community. Furthermore, as all the participants are locked together 
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within the same economy and society, which in the case of the regional 
economy has tangible, geographical boundaries, opportunistic behaviour is 
likely to be punished in the future. 

This mechanism of co-operation allows the bank to gain access to good 
quality information about the reputation of a firm and its activity. The 
information provided by these sources is particularly effective in the case of 
new firms searching for start-up capital, since their main asset is often the 
reputation of the entrepreneurs. By belonging to a regional network, these 
people are known to those with whom they have dealt in the past and thus 
can more easily become known to the bank. Clearly, this mechanism does 
not work as well for entrepreneurs who are new to the district. The 
embeddedness of social relations generates trust and helps to regulate 
transactions." For newcomers, banks can rely only on information provided 
by the firm. New entrants, though physically inside the region, will 
therefore fall outside the network that would otherwise provide the bank 
with additional information. 

Monitoring the activity of customers is the other important element in the 
minimisation of risk. Banks generally gain knowledge of their customers’ 
activity through long-standing business contacts. These allow contracts to 
become simplified through time, as the same customer approaches the same 
bank every time it needs a loan. These contacts and the knowledge derived 
from them make monitoring simples, more effective and cheaper. 

If the social element is introduced in the analysis of the relationship 
between banks and firms, then the transactions that take place between them 
can be defined as idiosyncratic. The highly individual nature of the 
transaction locks together seller and buyer. Generally, the buyer will not 
look for other suppliers because these will have to incur high set-up costs 
(and therefore charge higher prices), while the seller will not be able to 
withhold supply and look for better opportunities without incurring new set- 
up costs. When seller and buyer are connected by the characteristics of the 
product they are exchanging, as in the case of a loan granted on the basis of 
knowledge that goes beyond that quantified by a balance sheet, the 
governance structure used to limit opportunism is that based on relational 
contracting. The relation existing between buyer and seller allows for 
monitoring without increasing transaction costs." 

Some literature recognises the fact that many, if not most, economic 
exchanges are not regulated solely by contracts. Non-contractual relations 
superimpose themselves on to contracts and can be effective control tools 
since the two parties involved in the exchange are connected at all levels by 
personal relations. These exert considerable pressure to conform to 
expectations. This regulating system is reinforced when the agreement 
between the parties, for instance a local bank and a local firm, is supported 
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by extra-market relations, such as belonging to the same social network, that 
bind them together and make the contract self-reinforcing.” Future 
expectations are important for the establishment of the conditions for co- 
operation, but so also is the past, as the history shared by the actors is 
important for the monitoring of present behaviour." Furthermore, as the 
welfare of the community depends largely on individuals avoiding 
unnecessary or extreme risks, peer monitoring adds another element to the 
reduction of moral hazard.” 


V 


Before testing the regulatory power that the rules operating within the 
network have over the transactions between local banks and firms in Italy, 
it is necessary to describe the Italian banking system. The Italian banking 
system comprises six types of banks, the Rural and Artisan Banks, the 
People's Co-operative Banks, the Savings Banks, the Ordinary Credit 
Banks, the Public Law Banks and the Banks of National Interest. The 
origins of many of these banks precede the creation of tbe Italian state and 
only a handful owe their creation to the same type of entrepreneurial/ 
speculative spirit that had fostered the credit mobilières of nineteenth- 
century France. 

The traditional function of the Rural, Co-operative and Savings banks, 
and of some of the Public Law Banks, had been the promotion of savings 
amongst the working classes, in order to fight usury. The first three groups 
of banks, particularly, directed their loans primarily towards small 
enterprises and farmers.? 


TABLE I 
NUMBER OF ITALIAN BANKS BY JURIDICAL TYPE 

1938 1948 1956 1966 1974 
Banks of National Interest 3 3 3 3 3 
Public Law Banks 5 5 6 6 6 
Ordinary Credit Banks 17 15 14 15 13 
People’s Co-operative Banks 29 22 21 20 17 
Savings Banks 9 8 8 9 8 
Rural and Artsen Banks* 115 75 7 78 66 
Total 172 122 118 124 106 


Notes. a the Banca d'Italia includes foreign banks in this figure 
Source Banca d'Italia, Bollettino Statistico, various years. 


Italian banking was, up to the mid-1980s, subject to the regulations 
imposed on the system by the Bank Law of 1936. The Bank Law placed the 
banking system under the control of the state by nationalising the central 
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bank and distributing its shares between the Savings Banks, the Public Law 
Banks and the Banks of National Interest. The shares of the three Banks of 
National Interest, the Banco di Roma, Credito Italiano and Banca 
Commerciale Italiana were given to IRI (Istituto di Ricostruzione 
Industriale, the state holding company which controlled all nationalised 
companies), while the majority shares of the Savings Banks and of the 
Public Law Banks were held by the Banks of National Interest. The only 
banks that remained under private control were the Ordinary Credit Banks. 
The Co-operative People's Banks were allowed to issue shares only to tbeir 
customers, giving the owner the right to just one vote. The shares of the 
Rural and Artisan Banks were held by customers and other local banks. 

The Bank Act of 1936 followed the financial panic and bank rescues of 
1931 and regulated the banks in such a way as to connect them to a specific 
location by imposing limitations on the area in which they could operate. 
This area varied depending on the size of the bank and on where its head 
office was. The Banks of National Interest were the only ones to have a 
nationwide organisation. The other banks could operate in a whole region 
only if their head office was established in the regional capital; otherwise 
they could operate only in the province or in the county. Customers could 
only deal with banks in their place of residence. 

These controls were thought necessary to regulate a structure which had 
been extremely segmented, mainly because of the political fragmentation 
that had characterised the country before unification in 1860. In 1927 there 
were 4,624 credit banks with a network of 11,000 branch offices. After the 
Bank Act of 1936, the process of revision of the territorial distribution of the 
banks resulted in concentration of the banks and a reduction of the number 
of branches. By 1946, the number of banks had fallen to 1,393 and the 
number of branch offices reached a low of 7,237. Subsequently, although 
the process of concentration among the banks continued, as shown in Table 
1, the number of branch offices began to increase. This increase was quite 
slow, as the Banca d'Italia tended to regulate the market very carefully. 
Until the end of the 1950s, the central bank's main aim when granting a 
bank the authorisation to open new branches was to favour credit 
institutions of a local or provincial-regional character because it was 
thought that these would specialise in lending to small and medium-sized 
businesses. The Banca d'Italia was especially concerned to limit the 'further 
expansion of the bigger institutions to a few large or medium-sized 
centres’. Between 1948 and 1960 the net increase in the number of 
branches amounted to 1,754 units. Of these, 83 per cent were concentrated 
among the type of bank most accustomed to operating in small centres and 
with small customers, whereas only about eight per cent of the 
authorisations were granted to the largest banks though, in the early 1950s, 


90 BANKS, NETWORKS AND SMALL FIRM FINANCE 


these accounted for about 35 per cent of the deposits of the entire Italian 
banking system.” 

The allocation of new branches among competing applicants was one of 
the biggest problems faced by the Banca d'Italia. One of the main factors to 
be taken into account was the area's potential. If it was thought that the 
region could support another bank or branch, the central bank was inclined 
to authorise the new entry even if it threatened the market of an existing 
bank. Another consideration was the branch status of the applicant. For 
example, if two banks wanted to open a branch in the same area, and one 
already had a branch in that area, the Banca d'Italia was inclined to give the 
other bank a chance in order to prevent a local monopoly. The size of the 
applicant was also an important element. If one bank was a large bank and 
the other a small one, the central bank considered whether the area was 
represented primarily by large or small banks, and then made the allocation 
so as to redress the balance. The nature of the business demand in the 
community and the comparative ability of each of the applicant banks to 
satisfy this demand was also taken into account.4 

Banking activity was not only regulated in terms of geographical 
expansion but also in terms of the size of the loans each bank could grant. 
The banks had to be authorised by the Banca d'Italia before they could grant 
aloan to a single customer big enough to make that customer's total liability 
to a bank worth more than one-fifth of the paid-up capital and reserves of 
the bank. Such authorisation was granted only rarely. 

These two regulations were very effective in creating a banking system 
in which the banks' activity was strongly connected to the size and location 
of their customers. Local banks were tied to local customers and large 
national banks dealt mainly with the larger manufacturing groups. The 
segmentation of the market regulated competition between different size 
banks and protected local banks from the threat of being taken over. Local 
banks were thought to be important because of the assistance they gave to 
small and medium-sized firms who would otherwise, it was felt, be 
overlooked by the larger banks.? Local banks and their survival were seen 
as important barriers to industrial concentration, for it was felt that if the 
small firms were deprived of necessary credit, tey would be forced to 
merge with the larger firms.” 

The authorities considered it important to protect a banking system 
which, in their view, allowed for an ‘impartial’ allocation of resources 
among firms.” The Governor of the Banca d’Italia in 1962, Guido Carli, 
stated that it was against the public interest to permit competition to 
eliminate banks by bankruptcy. There were two reasons for this. First was 
the moral cost implicit in loss of confidence in the system and second was 
the economic cost of the state’s obligation to protect depositors’ money.” 
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The Banca d'Italia, by regulating entry to the system, ‘ensure[d] a balanced 
distribution of various categories of banking institutions, such as to make 
room for the coexistence of decision centres at different removes from 
government power and thereby to avoid the drawbacks of excessive 
concentration’ .? 

The regulation of competition also included the regulation of prices in 
order to avoid price wars which could have eliminated the smaller banks. To 
control prices the Bank Act made the creation of a banking cartel 
compulsory. In the post-war period the inter-ministerial committee that 
regulated deposit and loan rates made numerous changes to interest rates. 
Nevertheless, competition was fierce, a fact reflected by attempts made to 
poach customers by offering higher rates of interest on deposits than those 
allowed by the cartel. Consequently, the authorities sought a new agreement 
that was signed voluntarily by the banks under the auspices of the Italian 
Bankers’ Association (ABI). This Interbank Agreement became effective in 
1954 and has since been renewed annually. The Agreement tended to be 
broken by the smaller, more local banks, especially during periods of 
economic downturn, but it proved effective in preventing extended 
competition among the banks. 

The Italian banking system was regulated by creating strong barriers to 
entry, as the opening of new banks and branches was controlled by the 
Banca d'Italia. At the same time, the close connection between the central 
bank, the banks and the government created a solid cartel. The system has 
been criticised as inefficient because small banks, considered to have high 
operating costs due to their inability to exploit economies of scale, needed 
protection from competition and were therefore artificially kept in operation 
by the veto on mergers. The fixing of interest rates, it is argued, stifled 
competition for customers and imposed a heavy burden on small firms as 
they suffered from price discrimination." However, these charges were 
based on abstract calculations rather than on conclusive evidence. In 
practice, the Italian banking system was characterised by the type of 
oligopolistic competition among interconnected groups traditionally 
defined as 'chain' competition, typical of small markets." Though the larger 
banks competed for customers which the smaller banks were unable to 
attract, the passage along the scale was gradual and the various categories 
of banks specialised in fields that were neither entirely separate nor entirely 
coincidental. Each bank tended to compete in different ways and to a 
differing extent with each of the others. Furthermore, there was also 
imperfect competition between banks and otber financial intermediaries: the 
Post Office for deposits, special credit institutions for some types of 
lending," insurance companies for investments in securities, and so on. 
Competition amongst local banks has often been ferocious and has seriously 
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eroded profit margins, at least in some areas with a high banking density 
such as the industrial north of the peninsula. Competition was particularly 
intense amongst the smaller banks in urban centres and often brought about 
breaches of the Interbank Agreement as deposit rates were increased and 
lending rates reduced. Therefore, although the existence of price 
differentials discriminating against small firms cannot be denied, it would 
seem that the accusation that small banks exploited monopoly positions and 
killed off competition can be rejected." 

In sum, competition and co-operation between local banks can co-exist 
within the regional network. Though the restrictions on the size of the 
market imposed on local banks create the conditions for ferocious 
competition, at the same time the need to preserve the welfare of the group 
leads the banks to co-operate in the exchange of information about 
prospective clients. The government’s concern to ensure that small and 
medium-sized businesses could have easy access to finance was reaffirmed 
by the creation, in 1950, of the Medio Crediti Regionali, special regional 
institutions designed to provide long-term loans to small and medium-sized 
firms. These institutions were created at a regional level for two reasons. 
First, so that their funds would come from the sale of bonds to the local 
banks. Secondly, the loans would be small, and in order to avoid excessive 
transaction costs associated with formal requests for guarantees it was 
argued that the institutions should operate close to the firms and to the banks 
with which they usually dealt, so as to be able to operate on the basis of trust 
and reputation. A local institution would also have been better equipped to 
evaluate the market in which the firms operated and their real prospects for 
development.“ The Mediocrediti were to be controlled by the local banks, 
who would hold their shares. 


VI 


In what follows, some of the insights of network theory are used to analyse 
the activity of Italian regional banks in Piemonte in the north-west part of 
the country. This is one of the regions of older industrialisation, where firms 
such as FIAT and Olivetti started their activity at the beginning of the 
twentieth century. Despite the presence of these firms, the region also has a 
large proportion of small and medium-sized businesses.? The region's most 
important centre is the city of Turin, the capital of Savoy before unification 
in 1861. 

Table 2 shows the number of Piemontese banks and branches in 
Piemonte, an area of about 25,000 square km. The total number of banks 
was actually higher than that shown here, as only those with their head 
office in the region can be considered as truly local banks. The activity of 
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the largest banks was concentrated in the areas with the largest towns, 
whereas the activity of the Peoples’ Co-operative Banks and of the Savings 
Banks was more decentralised, and more focused on smaller urban centres. 
The category with the highest number of branches was that of the Savings 
Banks, with more than 40 per cent of the total number of branches 
throughout the period. 





TABLE 2 
NUMBER OF PIEMONTESE BANKS AND BRANCHES 
Number of Banks Number of Branches 
1950 53 TTS 
1960 52 888 
1970 49 1,001 


Source: Banca d'Italia, Bollettino Statistico, 1951, 1961, 1971. 


It was noted above that the cost a bank incurs in evaluating the quality 
of an applicant for a loan is the cost of acquiring information to minimise 
risk. This section will assess how a local bank uses the historical, economic 
and institutional links it has with the regional network to acquire 
information about prospective customers and reduce transactions costs. The 
focus will be one of the regional banks, tbe Istituto Bancario San Paolo. 
This is a Public Law Bank and is one of the largest in the region, accounting, 
in 1962, for 30 per cent of all money lent in Piemonte.“ Despite its size, the 
bank’s history and the restrictions placed on the area in which it could 
operate made it a truly regional institution. The assessment procedure 
followed by San Paolo will be described in order to identify the areas in 
which the network can intervene to reduce the cost of evaluating a potential 
customer. 

The Istituto Bancario San Paolo was founded in 1566 by seven citizens 
of Turin, making it an institution much embedded in the history of the 
region. The first role of the bank was that of a pledge bank, as it was created 
with the intention of fighting usury and providing financial support to the 
poorer classes. The capital of the pledge bank was provided by a local 
nobleman, the city of Turin and the ruler of the duchy, Carlo Emanuele. 
Until the plague of 1630 the bank’s activity remained limited to that of 
giving out interest-free loans to poor people in exchange for their 
belongings. From the early seventeenth century the bank changed its role, 
becoming one of the main lenders to the duchy and increasing its activity as 
a collector of deposits. By the beginning of the nineteenth century the bank 
was the main purchaser of Piemontese government bonds in the years 
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during the wars against Austria, which culminated in 1859 and whose 
outcome was to give Vittorio Emanuele, the ruler of the duchy, the throne 
of the newborn Italian state. 

The Bank Act of 1936 meant, for a provincial bank like San Paolo, that 
its regional boundaries were institutionalised. Though the bank had offices 
beyond the region’s boundaries in Rome, Milan and Genoa, its financing 
role was to be contained mainly inside the Piemontese economy. This was 
true unti] 1975, when the territorial restrictions were partially lifted. 

During the years following the end of the war and those of the Economic 
Miracle the Istituto Bancario San Paolo played an important role both as the 
banker for the day-to-day operations of the larger firms like FIAT and 
Olivetti and as the supplier of long-term loans to small and medium-sized 
firms under the guise of rolled-over overdrafts.” At the same time, it 
provided a high proportion of the funding for the development of the city's 
infrastructure, particularly the construction of motorways.™ Apart from 
investing its deposits in the local economy through loans, the bank used its 
profits to promote charitable activities and the development of institutions 
such as the University of Turin. 

The bank is part of the region by virtue of its history and of its economic 
role as one of the main providers of finance. The links with the region are 
also institutional; since the end of the Second World War, the board of the 
Compagnia di San Paolo (the foundation that controls the bank) has been 
elected by the municipal authorities of Turin, Genoa and Milan. The 
members of the board are chosen from amongst the members of the 
municipal authorities and of other regional institutions such as the 
Association for Small Firms (a lobbying body), or FederPiemonte, the 
largest regional financial consortium, which specialises in loans to local 
businesses. At the same time, members of the bank's board sit on the board 
of FederPiemonte, the Chamber of Commerce, and the local Business 
Innovation Centre, thus creating a tight network of interconnecting interests. 

The procedure for the assessment of businesses used by the bank is 
based both on quantitative and qualitative analysis. Information about a firm 
that can be quantified includes the data from the balance sheet, cash flow, 
forecast, investment plans, the number of clients and suppliers, the order 
book, the sales structure, the structure of imports and exports, the pension 
scheme run by the firm and, finally, the number of people employed. The 
qualitative analysis includes study of the management characteristics of the 
firm, its structure, the personnel training, research and development, the 
technological level already achieved, the firm's marketing strategy and what 
prospects the bank has of offering the firm more services in the future. The 
source of information for the quantitative data is internal to the firm, 
whereas the qualitative analysis is complemented by other external sources, 
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such as the firms operating in the same sector or in complementary ones, the 
suppliers to the firm, other banks used by the firm, the firm’s clients and 
other sources, such as the local Chamber of Commerce.” 

Particularly in the case of new, small firms a loan is an investment which 
the bank makes in the reputation of the entrepreneur, and in this case the 
most useful information will come from external sources. Although the 
creditworthiness of the potential customer can be assessed through 
interviews, the most important source of information available will be the 
environment in which the entrepreneur operates. Thus, suppliers, clients and 
other institutional actors such as the Chamber of Commerce? and other 
banks are often used as valuable sources of information in assessing the 
creditworthiness of an applicant. These sources are considered by the bank 
to be of fundamental importance to the minimisation of risk.“ 

In the case of an established firm, the bank's policy when authorising a 
loan is to consider the firm’s operational record, measured both in 
quantitative terms and by the reputation of the firm. Performance in the past 
carries more weight than the type of guarantee it can offer. The reason for 
this is that banks know that these guarantees tend to be rather irrelevant in 
the case of bankruptcy, compared to the extent of the firm’s potential total 
loss. Furthermore, the final decision on whether or not to grant a loan is 
based on all available information, including that gained from external 
sources and from interviews with the applicants.” 

In theory, the information provided by those sources external to the firm 
should be readily accessible to any type of bank. Nevertheless, a regional or 
local bank has a considerable advantage over a national bank because it is 
linked to these sources by those institutional, historical factors described 
above and by the daily repetition of transactions. These factors cannot be 
replicated in the short term and would require, on the part of banks wishing 
to enter these local markets, long-term vision and investment The 
acquisition of a local bank, in order to exploit its network, would be the 
optimal strategy. 

San Paolo, as a local bank, can monitor its customers more easily than 
can a national onc. Its bank managers tend to be local people who have a 
deep, almost ingrained, knowledge of the general economic conditions of 
the area and of the productive sectors that operate in the region. On the basis 
of this knowledge, they can assess the prospects, and prosperity, of a firm.“ 
The collection of information and monitoring to avoid moral hazard are 
aided by the connections existing between bank, customer, suppliers and 
institutional actors described in Figure 1, connections that national banks do 
not have. All the elements in the figure are linked together and information 
flows between them. The bank (San Paolo in this case) is likely to be the 
banker not only of the firm, but also of the firm's suppliers and clients. By 


FIGURE 1: 
CONNECTIONS BETWEEN BANKS, CUSTOMERS, SUPPLIERS AND INI 
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virtue of the daily repetition of contacts with these customers, the bank 
manager, aided by his/her general knowledge of the state of the local 
economy, has an overview of business activity. As all these businesses are 
linked together, malfeasance on the part of one will damage the whole 
group. The incentives for peer monitoring are, therefore, powerful. 

The other banks are an important source of information because Italian 
firms tend to be in debt to more than one bank. The risk of opportunistic 
behaviour on the part of the other banks when asked for information is 
mitigated by the fact that all the banks are confined to the same, relatively 
small market, and that they inevitably have to rely on each other for 
information. The banks and the Mediocrediti are connected as the banks 
own the shares of the Mediocrediti, and the banks pass on to the 
Mediocredito those customers that need long-term loans for specific types 
of investments. 

Banks and industrial associations like the Association of Small 
Businesses (API) or the Association of Machine Tool Manufacturers are 
linked because these institutions participate in choosing the members of the 
bank's board. This is also true of the Chambers of Commerce and the 
Municipal and Regional Associations. In these cases, the links are 
complemented by the fact that representatives of the banks sit on their 
boards. These associations are important sources of reliable information on 
the activity of potential and existing customers. 

The links are not only formal, but also informal. All the elements in 
Figure 1 are connected, as they share the same geographical space and the 
same economic and social environment. It is these linkages that allow for 
the reduction of transaction costs as crooks are weeded out by their public 


reputation. 


VII 


Within the environment they occupy, firms generate information about 
themselves concerning, for example, reputation and future prospects. This 
type of information can be costly to collect as it is not easily formalised. 
Italian regional banks are placed within a network of connections between 
local economic actors which facilitates easy access to this type of 
information. This case of access is not solely connected to the fact that 
information is often no more than a telephone call away, but also to the 
reliability of the informants. The information produced within the network 
can be trusted because the ties that connect the elements of the network are 
not created only by opportunity but also by historical custom. 

Italian banking legislation has created a system in which even a large 
bank like the Istituto Bancario San Paolo can be considered a local bank 
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because its market is mainly restricted to local customers. This article has 
shown how a local bank uses the links with other institutions within the 
network in order easily to access information that is additional to that 
standardised in a loan application form. Though no conclusive evidence can 
be presented, it is possible to hypothesise that the availability of easily 
accessible, informal information can reduce assessment and monitoring 
costs, thereby facilitating economic transactions. 


NOTES 


My thanks to Leshe Hannah, Paul Johnson, Stephen Sarson, Giulio Sapelli, A.G. Miles and two 
anonymous referees for their comments of earlier versions of this paper. Any errors or ommsions 
which remain are my own. 
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Jewish Soft Loan Societies in New York and 
London and Immigrant Entrepreneurship, 
1880-1914 


ANDREW GODLEY 
University of Reading 


The connection between ethnicity and entrepreneurship has been the focus 
of much debate in recent years, with researchers attempting to isolate the 
key determinants of ethnic business success in ever more detailed case 
studies.' Much remains elusive, although the interplay between cultural 
factors and capital endowments (both physical and human) is becoming a 
little clearer.? One ethnic group which has enjoyed a particularly strong 
predisposition to entrepreneurship in host societies in the years after 
migration is the population of east European Jewish immigrants and their 
descendants, especially in the United States and United Kingdom. The 
purpose of this article is to examine the mechanisms which facilitated 
entrepreneurial entry among these immigrants, especially those institutions 
which enabled the immigrant credit market to function efficiently despite 
the near universal absence of collateral.’ 

The outlines of the mass migration of east European Jewry are fairly 
well known: between 1880 and 1914 approximately two and a balf million 
Jews moved westwards, over three-quarters to the United States of 
America, some 150,000 to the United Kingdom, with smaller communities 
establishing themselves in Germany, Palestine, South Africa, Canada and 
Australia. They came overwhelmingly from the Russian Empire, but 
significant minorities also left Austria-Hungary and Romania.‘ The 
migration movement, which had its origins in the 1860s and 1870s, 
nevertheless only began to take on significance in the 1880s, growing to a 
peak in 1906, when over 150,000 Jews escaped from the economic and 
political turbulence in eastern Europe. They settled in small regions of the 
poorer parts of the commercial centres in the host nations and entered the 
local labour markets. In both New York's Lower East Side and London's 
East End these new arrivals were competing overwhelmingly in just one 
sector, the clothing industry? This extreme concentration in the one sector 
by Jewish immigrants in both cities led to widespread concern among the 
host communities because of the allegedly malign effects of these new 
influxes. 
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Despite this concern for the impact of immigration on native clothing 
workers it became increasingly clear that immigrant business formation was 
growing and that the Jewish communities appeared to be increasingly 
upwardly mobile. In one of her contributions to Charles Booth’s famous 
study of London’s labour market Beatrice Potter attempted to explain this 
process and described how a newly arrived immigrant would willingly 
pursue a path of extreme self-denial in order to acquire some basic tailoring 
skills. Then, once able to work the sewing machine, the typical immigrant, 
claimed Potter, would leave to establish his own workshop and enjoy 
increased status.* This propensity to pursue entrepreneurial paths came from 
the ‘strongest impelling motive of the Jewish race’, wrote Potter, which was 
‘the love of profit as distinct from any other form of money earning’.’ This 
interpretation of immigrant business activity was also accepted in the 
United States by observers of the New York Jewish immigrant community. 
Already there in 1890, the phenomenon of Jewish business formation was 
recognised as significant and by 1905 over 40 per cent of New York’s 
Russian-born household heads were in white-collar occupations, over- 
whelmingly through business ownership." Similar estimates of Jewish 
immigrant business formation were not made in Britain until the 1940s, 
when it was estimated that self-employment among the British Jews was at 
least twice that of British Gentiles. Earlier surveys commented on the 
‘growth in independence and self-help’ among the immigrant community 
without in any way measuring it, although a recent estimate suggests that 
self-employment was as high as one-fifth among the Jewish immigrant male 
workforce in London's East End before 1914." 

This propensity to entrepreneurship was unusual economic activity, and 
its origins may have lain in a cultural bias towards self-employment after 
centuries of persecution, but the racialist explanation offered by 
contemporaries ignored two vital features of the Jewish immigrant 
economies which, once allowed for, help to explain why the Jewish 
immigrants were so successful at becoming entrepreneurs compared to the 
native workers. These are, first, the economics of the immigrant trades, 
especially the clothing industry; and second, the new and innovative 
institutions which enabled the Jewish immigrant economies to benefit from 
a very efficient flow of capital, the soft loans societies. 


II 


The specialisation of the two Jewish immigrant economies was extreme. 
The 1901 census for England and Wales shows that among all the 
enumerated Russian-, Polish- and Romanian-born men living in London, 
59.7 per cent were occupied in the dress trades. The clothing industry 
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completely dominated the Jewish East End. Indeed, once those occupied in 
the ancillary trades are included — such as furriers, sewing machine agents 
and the various merchants and dealers involved in the distribution of 
clothing, but enumerated under different census classes — its share of the 
east European immigrant male workforce rose to around 70 per cent. By the 
turn of the century the fate of much of east European Jewish immigrant 
business in London’s East End was tied to trends in the wider British 
clothing industry. In New York’s Lower East Side there was a similar bias 
to the garment industry. Unfortunately, the presence of large numbers of 
non-Jewish east European immigrants in New York renders the 
occupational information based on national origin incorporated in federal 
and state censuses less helpful than for the United Kingdom. However, in 
1890 a privately commissioned census of the immigrant Jewish labour 
market showed that over 60 per cent of the population questioned were 
employed in the clothing industry.” Other sectors were also important — the 
furniture making trades, a few butchers and bakers and so on catering for 
communal food specialities, and also the various distributional activities, 
from market traders and costermongers, to general dealers and small 
shopkeepers, to more respectable merchants and wholesalers. It is, however, 
difficult to avoid the conclusion that the clothing industry was of paramount 
importance in both cities’ immigrant Jewish communities. 

The most common explanation for such an extreme concentration in the 
one industry owes little to the background of skills brought from Russia and 
far more to the very low start-up capital required in the clothing industry. 
The newly arrived immigrants in their search for new opportunities were 
constrained more by the almost complete absence of any asset base than a 
lack in the fairly basic skill levels required in most urban occupations at the 
time. The logic of this line of thinking follows from the recognition that 
where demand is volatile so the incentive to invest in greater amounts of 
fixed capital is reduced. This is because of the increased risk of output 
falling below minimum efficient scale when demand falls. This provided 
those manufacturers in the very seasonal clothing industry with a strong 
disincentive to increase fixed relative to variable costs. There were no great 
technological benefits from increasing the scale of operations when the 
dominant form of technology was the simple sewing machine, and so the 
optimum size of a clothing industry firm remained small. Thus, the barriers 
for new entrants remained low and it was this feature which explained its 
attraction to penniless Jewish immigrants." 

This initial poverty was a point of concern among immigration officials. 
All United States immigrants arriving in steerage class were asked how 
much money they had brought with them. From 1899 to 1905 the mean per 
capita value of funds brought into the United States by Jewish immigrants 
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was $8, or almost 33 shillings (£1.65). Similar questions were asked of all 
east European arrivals at London coming from the continental ports 
between 1895 and 1902. All Russian, Romanian and Galician adults who 
expressed an intention to stay in the United Kingdom brought, on average, 
just over 26 shillings (£1.30)." These were very small amounts and most 
immigrants arrived with nothing. 

With such a low level of savings on arrival immigrant entrepreneurs 
were forced to save what capital they could from their mostly low wages. 
They were, therefore, constrained by their lack of investment capital and so 
were forced to seek their openings in those sectors with very low start-up 
costs. The two clothing industries in London's East End and New York's 
Lower East Side certainly exhibited this trait in the 1880s. A series of 
interviews of Jewish clothing manufacturers in East London conducted by 
Beatrice Potter and other helpers on the Booth labour market research team 
leaves no doubt that entry costs were very low; primarily through the cutting 
of fixed costs to a minimum. Normal fixed costs, typically in fixed plant and 
machinery, were transferred to a variable cost by purchasing sewing 
machines, pressing-irons and other fixtures through instalment schemes. 
Abraham Rosenthal, a master tailor from Spitalfields, said that anyone 
‘could get his table and machine on the "hire system”’. It was easy enough. 
A standard Singer sewing machine cost just 1s. 6d. (£0.075) per week — 
sometimes less. Singer’s chief-auditor in the United Kingdom wrote in 1892 
that the ‘Jew Tailor & Trade is about the worst of the lot, they are good at 
false names, duplicate addresses and every roguish move by which 
machines can be got permanently or temporarily without payment’. Singer's 
leading competitor, Bradbury & Co., charged only 1s. 3d. (£0.06) per week, 
and was sometimes preferred.'* All that was needed to start up a workshop, 
at least in theory, was therefore a small deposit on two sewing machines and 
a pressing table and the rent for a small workshop. Abraham Rosenthal even 
thought that it might be possible 'that a man could start if he had a £1 in his 
pocket'. The scale of such an operation would be very small though and in 
all probability unsustainable. Rosenthal admitted as much when he referred 
to the ‘case of a man working at home, who could take a coat overnight and 
by working through the night he would be able to send it in the next 
morning’ to the wholesalers for payment." In New York Jewish immigrants 
also cut fixed costs to a minimum. An official inquiry there noted that start- 
up costs were restricted to just initial instalments and deposits on 
machines. The true start-up costs in the late 1880s were more than one 
pound, but perhaps not so much more. The difficulty for prospective 
entrepreneurs from the two Jewish immigrant communities was that even 
though the start-up costs might only be, say, four or five pounds, or 15 to 20 
dollars, this was still a sum beyond the scope of most immigrants' savings. 
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The conventional response of entrepreneurs wanting to start up new 
businesses but unable fully to fund the new venture from savings is to 
borrow the rest. For prospective entrepreneurs needing to borrow but 
without any collateral to pledge as security it is invariably the case that the 
loan request is refused, even though the business venture may well succeed 
— such are the imperfections of the loans market." The east European Jewish 
immigrants were faced with just such a credit market dilemma in turn-of- 
the-century New York and London. Yet one of the striking features common 
to both cities’ immigrant economies was the relatively efficient co- 
ordination of the credit market, despite the almost complete absence of 
collateral. The institutions which were developed by the two Jewish 
communities to resolve much of the credit gap were not banks, or any other 
formal lending agency. Nor were they informal networks of private lenders, 
but rather they were charities. These charitable lending institutions offered 
small, interest-free loans to entrepreneurs. They were Jewish soft loan 
societies, raising funds from the wealthier parts of the established Jewish 
communities of New York and London, and lending them to the poorer 
sections. They were able, then, to extend credit to those who would 
otherwise have been denied it and so facilitated entrepreneurial entry into 
the immigrant trades. The next section considers these two credit market 
intermediaries — the New York Hebrew Free Loan Society and the Loan 
Department of the London Jewish Board of Guardians — in more detail. 


In 


In New York the Hebrew Free Loan Society was a product of immigrants 
meeting together and being moved by compassion to provide charitable 
help for fellow immigrants. Their model was the many free loan societies 
existing in their home countries in east Burope. From very small beginnings 
in 1892 it became a highly successful source of venture capital in the Jewish 
immigrant community, styling itself the Poor Man's Bank." In London, the 
Loan Department of the Jewish Board of Guardians was slightly different. 
Its origins were in the already assimilated community of Anglo-Jewry, 
which had developed a distinctive philosophy of welfare." Whereas the 
New York Hebrew Free Loan Society claimed to wear 'its heart on its sleeve 
where all may read it’, the London Jewish Board of Guardians’ attitude to 
poor co-religionists was 'part philanthropy, part keeping them off the 
rates’.* 

These differences in philosophy and in the relationship with those they 
were trying to serve was also apparent in the differences in the methods 
used by the two charities in allocating loans. The New York Society offered 
a generous screening mechanism — willing to lend unsecured small loans at 
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a zero rate of interest to all comers, providing they had the endorsement of 
other ‘responsible’ individuals; a sympathetic monitoring mechanism — 
relying on the borrower to bring weekly repayments to the office; and fairly 
lax enforcement — the only penalty to non-repayment was that access to 
further loans was denied.” The endorser was the key figure in the contract 
offered by the New York Society. He was staking his money and reputation 
within the community as the security for the loan. Should the borrower 
default it was the endorser who lost out. 'Of the borrower himself, the 
Society asks no questions, as to the reason for his Ioan, his reliability or his 
resources. It takes for granted that if responsible endorsers are willing to 
vouch for him, the risk should be taken'.? By contrast, the London Board 
forced the applicants to undergo a thorough investigation by the Loan 
Department. Evidence from the other branches of the Board's activities was 
taken as to their likely creditworthiness before the unsecured small loans 
were granted. The larger the loan the more thorough the vetting.” The Board 
'insisted on repayments wherever possible', and so implemented a rigorous 
control mechanism of monitoring and enforcing the loans, employing 
collectors to go to recipients and extract a weekly payment of one shilling 
in the pound.^ 

Some indication of the two charities' relative success also appears from 
the testimony of (not disinterested) contemporaries. The Loan Department 
of the London Board started in 1866. Its activities gathered momentum in 
the late 1880s and 1890s as immigration increased, with loans becoming 
easily the most significant part of the London Board's yearly turnover.? 
Between 1890 and the peak year of 1904 the amount lent increased more 
than eight-fold. This was not universally welcomed. Established Jewish 
tailors resented having to bear the brunt of the London Board's welfare 
policy in facing increasing numbers of competitors, many of whom had 
their already low entry costs significantly subsidised. Simon Ansell, for 
example, was a master tailor from Great Prescott Street and a member of the 
Master Thilor's Protection Society. He ‘said that much of the competition 
was caused by the ease with which a man could commence. This was 
greatly facilitated by the Loan Offices’ of the London Board.™ This 
perception of the London Board’s activities as in some way deleterious was 
also Charles Booth’s view. The Board’s loaning ‘of business capital of one 
kind or another, enabling the recipients to raise themselves permanently 
from the ranks of those who depend on charity for subsistence’ was 
unwelcome, because ‘money lent or given for trade purposes fosters the 
artificial multiplication of small masters, and is one of the direct causes of 
the sweating system’.” 

This lack of appreciation was not the case with the New York Society, 
however. The New York Society grew from very humble origins to become 
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a moderate sized financial institution by 1913, or, in the Society’s words ‘an 
eight day wonder ... A bank run successfully for philanthropic purposes’ .™ 
It was claimed that the Society, ‘has created a new system of assisting the 
poor and needy ... We do not give away but loan away’.” Already by 1903 
the Society was beginning to talk of its success: 


we are proud to say that there are in the City of New York about 600 
people who started business by a brotherly loan from our society who 
are today rated between $3,000 and $20,000, and there are a few 
thousand people who begun in the same manner and today have a 
good and solid business existence.” 


The Society spawned many duplicates on a smaller scale, not just in New 
York but all over the United States in the new settlements of the rapidly 
dispersing Jewish immigrant body." Nonetheless, the Society was still 
responsible for 77 per cent of the value of all soft loans in greater New York 
as late as 1917.” 

The perception of contemporaries would appear to have been that one 
soft loan society was performing near miracles and the other causing little 
good and possibly much harm. In principle the effectiveness of these two 
charities’ lending operations can be tested, although the measurement of 
their effectiveness needs to be clarified. As charities they were non-profit 
organisations. Nonetheless, they were able to attract sufficient funding and 
so avoid the constraints of undercapitalisation, at least after the first few 
years of operation. The Loan Department of the London Board was just 
getting into its stride by the mid-1880s, having benefited from substantial 
legacies. The New York Society had a very small capital base in its first 
year, 1892, only $95, and many loan applications had to be refused. From 
the next year onwards, however, donations to the Society were forthcoming, 
Jacob Schiff, the German Jewish philanthropist and banker, being 
particularly generous. By 1905 its capital base had grown to over $80,000." 

Table 1 shows the spectacular growth in the number and value of loans 
from the New York Society, from only 605 very small loans in 1893 to over 
13,000 in 1903, and to over 21,000 in 1913. Compared with this rate of 
growth the London Board would appear to have been ineffective. The 
supply of credit to the London Jewish immigrant community did indeed 
grow, but by a significantly slower rate — between 1893 and 1913 at an 
annual compound rate of 0.47 per cent compared to 0.64 per cent for the 
number of loans and 0.63 per cent to 0.80 per cent for the total amount lent. 
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TABLE 1 
THE JEWISH IMMIGRANT CREDIT MARKET IN LONDON AND NEW YORK, 1880-1914 
(PRINCIPAL SUPPLIERS ONLY) 
Year Number of Loans Amount Lent (£) Mean Value of 
(pa) (p.&) Loan (£) 

A. London Jewish Board of Guardians 
1888 633 2,452 3.87 
1893 837 3,128 374 
1898 1,676 7,348 4.38 
1903 3,033 19,500 6 43 
1908 2,531 16912 6.68 
1913 3,079 21,617 7.02 
B. New York Hebrew Free Loan Society 
1893 605 983 163 
1898 3,917 14,014 3.58 
1903 13,143 65,996 5.02 
1908 17,895 89,888 5.02 
1913 21,302 130,126 6.11 


Note: Values at current prices. New York values converted at $4.86 to the pound sterling. 


Sources: London Jewish Board of Guardians, Anasa! Reports, also summensed in V. Lipman, A 
Century of Social Service, 1859-1959: The History of the Jewish Board of Guardians 
(London, 1959), Table 1, pp.279—89 and partially in E. Black, The Social Politics of 
Anglo-Jewry, 1830-1970 (Oxford, 1988), Tables 3.5, p 100 and 11.3, p.331. New York 
Hebrew Free Loan Society, The Poor Man's Bank: The Story of Fifty Years of Loans 
without Interest (New York, 1942) and its Annual Reports, also summarised in S 
Tenenbaum, ‘Immigrants and Capital Jewish Loan Societies in the United States, 
1880-1940" (unpublished Ph.D. thesis, Brandess Universrty, 1986). 


This, however, is not so surprising given the differing sizes of the two 
immigrant populations. The Jewish immigrant community in New York was 
around ten times the size of that in London throughout the period of mass 
migration." As more immigrants settled, so the demand for loans increased. 
In neither city were there any other significant sources of cheap credit for 
small businessmen. These two institutions, then, represented virtually the 
entire pool of non-ploughback capital available to small-scale entrepreneurs 
and so the seven-fold differential between aggregate funds lent in New York 
and aggregate funds lent in London translates to a roughly similar level of 
credit available to the two communities on a per capita basis. Moreover, the 
similarities between the two lending agencies were extended to the mean 
value of loan. At the beginning of its activities the New York Society had 
been unable to lend very significant amounts. But once its capitalisation had 
been assured with the Schiff donation the mean value of loan increased to 
$17.40, or £3.58, by 1898. This was still a very small sum and was because 
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such a high proportion of loans were for just $10 — 1,552 out of 3,917. 
Despite the fact that the Society claimed that 'a man might even start a 
business with $10', such a sum was unlikely to pay for very much. Only 25 
per cent of loans were for $25 in 1898 and less than four per cent for $50. 
In future years the modal value of loan increased to $25 and a growing 
proportion of total funds lent were in $50 loans. Consequently, the mean 
value of loan increased to $24.40 (£5.02) in the 1900s and to $29.90 (£6.11) 
by 1913." This reflected the growing demand from clothing workers for 
start-up funds. Initially, in the 1890s, the majority of these very small loans 
of just $10 went to Pushcart Peddlers. These small-time retailers needed to 
purchase merchandise and were responsible for 1,199 out of 2,341 loans 
from 1892 to 1896. Increasingly, however, funds went from retailing to 
those in manufacturing, especially the garment trade. As capitalisation 
constraints eased, the Society was able to increase the standard loan to $25, 
so clothing contractors elected to use this cheap credit facility. Together, 
these two sectors provided almost 90 per cent of borrowers between 1899 
and 1912, with garment manufacturing and distribution alone accounting 
for over half of all loans.* 

The London Board also found that ‘small manufactures and traders, 
wholesale and retail, and hawkers form by far the larger proportion of 
borrowers'." The mean value of loan also increased: from £3.74 in 1893, to 
£4.38 in 1898 and to £6.43 in 1903. This represented a big increase. By 
1913 the mean value of each loan was virtually twice that of 20 years 
before. This, in part, reflected the similar growth in the demand for larger 
loans, as in New York. In New York, however, the cause was a switch from 
retailing to manufacturing. In London it was more probably associated with 
changes in the structure of the clothing industry, which led to a small 
increase in the optimum size of firm. Without the original records of the 
London Board's Loan Department it is impossible to be certain, but the 
clothing industry was undergoing rapid change in Britain in the 1890s. This 
was mostly caused by growing mechanisation and an increase in the ratio of 
sewing machines to workers, which led to an increase in the optimum size 
of team, and so larger workshops." The impact of new and improved sewing 
machine technology on the clothing industry has been calculated elsewhere 
and estimates of productivity growth suggest that the 1880s and 1890s was 
the period of the greatest gains in efficiency in the British clothing industry. 
This was also when sewing machine sales peaked." It was also the period 
when changes in the distribution of clothing were gathering pace and 
demand appeared to be moving towards ready-made clothing much more 
rapidly than before. As such, the rewards to increasing scale were becoming 
more attractive and certain sectors, especially menswear, saw the 
emergence of larger units of production. Already in 1887 John Gardiner, the 
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head of Gardiner’s wholesalers, an important London clothiers, ‘said that 
there had been a revolution in the tailoring trade; all the small tailors were 
being wiped out'.9 This was also true of the New York Jewish clothing 
industry, where by the turn of the century it was reckoned that $50, or over 
£10, would be required to start up a shop. This was still just initial rental on 
machinery and labour costs, but the increase in the optimum size and 
number of teams had increased entry costs." In both cities, as Jewish 
workshops increasingly began to focus on womenswear in the early years of 
the twentieth century, the optimum size of firm grew from around ten to 
around 20 workers.* 

This evidence of the trends in the volume and mean size of loans from 
the two charities rather suggests that in many respects they were similarly 
successful in allocating cheap credit to the two immigrant communities. 
Despite the differences in contemporaries’ perceptions of these two 
institutions, as the structure of the two clothing industries changed so, it 
would appear, the soft loan societies were able to support the growing 
Jewish immigrant presence in the industry. Measurements of the volumes of 
loans, however, only give some indication of the supplies of credit from the 
two charities, not their effectiveness. Perhaps, the best indicator of the 
effectiveness of any lending agency is its default rate. This measures the 
proportion of the total volume of loans not repaid. The default rate is a good 
indicator of the effectiveness of a lending agency because it gives some sort 
of measure of the efficiency of the credit extended. The lower the default 
rate, the higher the proportion of loans successfully repaid and, by 
implication, the greater the productivity of the capital lent. Conversely, the 
higher the default rate the lower the proportion repaid of total funds lent, 
indicating that borrowers were either unable to repay — owing to an 
unsuccessful investment — or unwilling — owing to dishonesty or oppor- 
tunistic behaviour. It is, of course, the potential for moral hazard or other 
forms of opportunistic behaviour which prompts lending agencies to insist 
on such high levels of collateral. Where collateral is non-existent and 
interest rates are kept low, banks and other lending agencies often face very 
high default rates. Recent examples in Britain and in the Third World show 
that lending institutions facing these constraints have experienced default 
rates as high as 40 per cent." The default rate for the New York Society, by 
contrast, was reckoned as being negligible. Almost invariably borrowers 
repaid. In only two per cent of cases was it necessary to apply to the 
endorsers to repay the loan. The final default rate was between one-tenth 
and one-half of one per cent of the annual volume of loans, or 'almost 
infinitesimal’ .“ The London Board had a slightly higher default rate of 3.75 
per cent in the early 1880s (which included some administration costs, 
though), but even this fell to a ‘trifling 2.5 per cent’ by 1905.9 
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IV 


These very low default rates experienced by the two Jewish soft loan 
societies need explaining. Given the absence of complete information much 
of what follows must be somewhat tentative, but the outlines of an initial 
explanation can be made clear. Ordinarily, a low default rate suggests a 
similarly low bankruptcy rate. If this was in fact the case then these Jewish 
immigrant entrepreneurs in London and New York would indeed have acted 
atypically.“ However, recourse to bankruptcy implies that there is some 
value in the firm’s fixed assets for which creditors may be able to appeal. In 
the case of very small firms with, as has been emphasised above, very low 
levels of fixed capital, this was an unlikely development. The Industrial 
Commission’s investigation into the Jewish garment trade in New York 
concluded that, ‘there is no investment in goods’ and, thus, nothing for 
creditors to resort to bankruptcy courts for in the event of business failure. 
The Commission’s final conclusion that, because of the lack of fixed capital 
‘the contractor runs no risk’ was not quite true, though.” These businesses 
could and did fail. But the failure implied the inability to cover running 
costs and so inactivity might be temporary only. Mr ‘Black’ Marks was 
typical in complaining that the new immigrants were bidding down the 
prices paid to contractors ‘so that he could not compete’. Others interviewed 
even regretted their self-employed status. For example, ‘Mrs Cohen, in 
broken English bewailed the worry the employer had to bear. “It is working 
from six o’clock in the morning to ten at night and then worrying all the 
night. ... I was happy when me and my husband worked out”’ (in another 
workshop).* With some clothing workshops having to shut down, even 
temporarily during lean seasons, the repayment of any outstanding loans 
would have been threatened. Yet the soft loan societies were able to 
maintain very low levels of defaulting. 

This may be thought to represent a vindication of the two charities' 
screening, monitoring and enforcing mechanisms, except that the London 
Board had a higher default rate than the New York Society despite 
incorporating much more costly and rigorous procedures. Rather, it may 
more accurately reflect a willingness within the Jewish community to 
accept mutual obligations and so to build in increasing bonds of trust within 
the lending process. The motivation behind the establishment of both 
institutions was, after all, an acknowledgement of intra-communal ties. 
These had a long history in the Jewish culture: the loans' zero rate of 
interest followed the Biblical injunction against usury, for instance." Even 
though the two charities had different philosophies, the much longer 
tradition of giving and receiving soft loans would tend to minimise the 
temptation to default falsely. Repeated transactions have the effect of 
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reducing the incentive to cheat and so increase trust.” The New York 
Society explicitly traded on intra-communal trust with its emphasis on the 
personal guarantee of the endorser, a feature which may partly explain the 
extraordinarily low default rate there. Development economists concerned 
with similar problems of extending credit to those without collateral, but in 
today’s undeveloped economies, have focused on designing certain features 
of the loan contract in order to counter moral hazard and to increase the 
incentives to repay the loan.” Features which appear to be important are to 
insist that repayments are made in regular instalments and that access to 
further loans is dependent upon the successful completion of any earlier 
loan. Both the New York Society and the London Board made regular 
collections, but perhaps the very low default rates experienced by these two 
societies can best be explained by the second feature emphasised by 
economists, the restriction of future loans until outstanding ones are repaid. 

The possible importance of this feature of the loan contract relates to the 
reason why the loans were so important in the first place. The loans were 
important to aspiring entrepreneurs, who, with their very low capitalisation, 
were restricted to entering those sectors with very low entry costs. Clothing 
was one such industry because of its seasonality. The volatility of demand 
over the year contributed to the small optimum size of workshop. This very 
volatility of demand also led to the high probability of having to shut down 
the workshop. Entrepreneurs having experienced self-employment but 
having had to shut down may have wished to re-enter the market, and any 
barrier to their subsequent re-entry needed to be minimised. For those 
Jewish clothing entrepreneurs who depended on soft loans for their entry 
and re-entry into the market, the probability of needing an additional loan 
for subsequent re-entry would provide a powerful incentive to repay all 
outstanding loans. There is, unfortunately, no hard data with which to test 
such a scenario. The records of the London Board's Loan Department have 
been destroyed and the New York Society's records are far from complete. 
Given what is known about the activities of these two charities, such a 
scenario would appear to be more than reasonable. As a consequence, 
Jewish immigrants' entry costs were reduced and so, eventually, they were 
well placed to develop their businesses. 


V 


This article has tried to show that one ethnic group with a particularly well 
noted predisposition to entrepreneurship — the east European Jewish 
immigrants — was able to develop innovative financial intermediaries in 
order to ease the flow of credit to immigrant entrepreneurs. This was made 
possible initially by the relatively small requirements for entry into the 
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clothing industry. But the sustained success of the two lending institutions 
was only possible by a minimising of the incentives for borrowers to cheat. 
The differences in the two institutions — in their philosophies, in 
contemporaries’ perceptions, as well as in their locations — appear to have 
had little influence on their success as providers of seed-corn capital to 
Jewish immigrant borrowers who had no collateral. Their success at reducing 
cheating and so keeping default rates low must, therefore, lie outside the 
particulars of the individual institutions. Two possible reasons have been 
suggested. One refers to the presence of trust within the Jewish culture. The 
other refers to the need for some sort of insurance for small-scale 
entrepreneurs in highly seasonal trades having acted as an incentive to repay. 

The relationship between culture and ethnic entrepreneurship has often 
represented something of a source of frustration for researchers, but this 
analysis of Jewish soft loan societies has been able to show how the 
exceptional levels of self-employment so rapidly attained in the Jewish 
immigrant communities was facilitated not only by the universal catch-all 
culture, but by the development of such innovative financial intermediaries: 
the soft loan societies. Further research is, of course, needed in this and 
other areas if the understanding of the dynamics of small firm development 
and its financing is to increase.” 


NOTES 


I would like to thank the librarians at the British Library of Political and Economic Science, at 
tbe London School of Economics, the New York Public Library, the American Jewish Historical 
Society at Waltham, MA, the State Historical Society, Madison, WI, and the Secretaries of the 
Jewish Board of Guardians and the New York Hebrew Free Loan Society for all their kind help 
Mark Casson and two anonymous referees provided much needed direction to the first draft but 
the usual disclaimers apply 


| R Waldmger, H Aldrich and R Ward, Ethuc Entrepreneurs’ Immigrant Business in 
Industrial Societies (London, 1990), is the best recent survey. But see also R. Ward and R. 
Jenkins (eds ), Ethnic Communities in Business: Strategies for Survival (Cambridge, 1984) 

2 See, for example, SG Redding, The Spirit of Chinese Capitalism (New York, 1990); A 
Basu, ‘Asian Small Businesses in Britain: Entrepreneurship and Ethnicity’, University of 
Reading, Discussion Paper in Economics, No.327, Series A (1995); 1 Light, ‘Immugrant and 
Ethnic Enterpnse m North America’, Ethnic amd Racial Studies, Vol7 (1984); and 
Waldinger, Aldrich and Ward (eds.), Etleuc Entrepreneurs 

3 A Godley, ‘Enterprise and Culture’ Jewish Immigrants in London and New York, 
1880-1914" (unpublished Ph.D. thesis, University of London, 1993), shows that both Jewish 
immigrant communities were highly entrepreneurial Sec also T. Sowell, Markets and 
Minorities (Oxford, 1981) and idem, Ethnic America: A History (Now York, 1981), which 
suggest that cast European Jews were the most upwardly mobile of all the ethnic groups 

4. A. Ruppin, The Jews in the Modern World (London, 1934), pp.45—58 1s still the best 
overview The UK figure was derived by V.D. Lipman in A History of the Jews in Britain 
since 1858 (Leicester, 1990), pp 45-6 

5 For the cast European Jewish experience in New York City, M. Rischin, Tke Promised Land 


114 BANKS, NETWORKS AND SMALL FIRM FINANCE 


10. 


11. 


12. 


13. 


14 


15. 
16. 
17. 


18 


(New York, 1962) 1s still unsurpassed. L Howe, World of Our Fathers (New York, 1976) is 
also very helpful; and A. Goren, New York Jews and the Quest for Community: The Kehillah 
Experiment, 1908-1922 (Now York, 1970) covers institutional growth. The best publication 
on the London Jewish experience is D. Feldman, Englishmen and Jews: Social Relanons and 
Political Culture, 1840-1914 (London, 1994). This builds on the pioneering work by L.P 
Gartner, The Jewish Immigrant in England, 1870-1914 (London, 1960), and V D. Lipman, 
Social History of the Jews im England, 1850—1950 (London, 1954) 

B Potter, "The Jewish Community (East London)’, in C. Booth (ed.), Life and Labour of the 
People in London (Loudon, 17 vols., 1902-3), Ist senes, Vol.3, Ch.IV, esp pp 185-6 This 
was originally published in 1889. 

B. Potter, ‘The Tailoring Trade’, m Booth, Lyfe and Labour, 1st series, Vol.4, p.60 

T. Kessner, The Golden Door: Italian and Jewish Mobility un New York City, 1880-1915 
(Oxford, 1977), esp pp 179—96, is the outstanding account of Jewish immigrant behaviour 
For contemporaries’ increasing awareness sec as ropresentative examples, Max Cohen, ‘The 
Jew in Business’, American Hebrew, 22 May 1891; A. Cahan, "The Russian Jew in the 
United States’, m C.S. Bernbeimer (ed.), The Russian Jew in the United States (Now York, 
1905), for the acceptance of Potter's racialist interpretation see J Pope, The Clothing 
Industry of New York (Missourl, 1905) and United States Industrial Commission, Report on 
Immigration (Washington DC, 19 vols , 1901—2). 

N. Barou, Jews in Work and Trade (London, 1946), p 7; H. Adler, ‘Jewish Life aod Labour 
1n East London’, in H.L Smith (ed ), The New Survey of London Life and Labour (London, 
9 vols., 1930-34), Vol.6, citation p.291; Godley, thesis. 

1901 Census of England and Wales, Report, ‘County of London’, Table 37b, pp.162-9. 
There were very few non-Jewish cest European immigrants in London The onginal of the 
puvately commissioned census is located at the American Jewish Historical Society at 
Brandeis University, Waltham, MA Out of the 26,058 of the working population included, 
16,602 were employed in one facet or other of the clothing trades, or 63 7 per cent. The 
ropresentativences of this census is difficult to determine, although it covered almost 70 per 
cent of the total population in the three wards of Manhattan sampled. L P. Gartner, ‘The Jews 
of New York's East Side, 1890-93’, American Jewish Historical Quarterly (1964), for a 
discussion. 

R. Waldinger, Through the Eye of the Needle. Immigrants and Enterprise in New York's 
Garment Trades (New York, 1986), esp pp.1—44; A. Godley, ‘Immugrant Entrepreneurs and 
the Emergence of London's East End as an Industrial District’, London Journal 
(forthcoming, 1996). 

IM Rubinow, ‘Economic and Industrial Condition: (A) New York’, in Bermbeimer (ed.), 
Rurnan Jew, p 108 Also see A. Kahan, ‘Economic Opportunities and Some Pilgrims 
Progress’, Journal of Economic History, Vol 39 (1978). Before 1899 US immigration data 
did not distinguish Jew from non-Jew All exchange rates at $4.86 to the £. 

Royal Commission on Alien Immigration, 'Mrnutes of Evidence’, P.P.1903, IX, table LXI 
See Godley, thesis, Ch.5, for a more detailed assessment. 

Booth Collection, File A19, interview with A. Rosenthal, 28 Feb. 1888, f 76; Singer Papers, 
State Historical Society, Madison, WI, ‘Audit of books’ by G B. Dobeon, May 1892, Box 98, 
file 3, p 17; Passfield Papers, s. VIL! pert 8, f.59. Both the Booth Collection and the Passfield 
Papers are beld at the Brituh Library of Political and Economic Science at the London 
School of Economics. 

Booth Collection, File A19, f.76. 

US Industrial Commission, Report, p.321 

For an introduction to the theory of the credit market see A. Godley and D. Ross, 
‘Introduction’ Banks, Networks and Small Firm Finance’, in this volume For an historical 
overview of the functioning of the credit market see P. Hudson, The Genesis of Industrial 
Capital (Cambridge, 1986). 

For the history of the New York Hebrew Pree Loan Society (NYHFLS), see the Society’s 
own history, The Poor Man's Bank’ The Story af Fifty Years of Loans Without Interest (New 
York, 1942), S. Tenenbaum, ‘Immigrants and Capital: Jewish Loan Societies m the United 
States, 1880-1940" (unpublished PhD thesis, Brandeu University, 1986), which is 


JEWISH SOFT LOAN SOCIETIES 115 


=SBERR 


32 
33 


37 


38. 


39 


summarised in a paper of the same title in American Jewish History, Vol.76 (1986), and 
idem, ‘Culture and Context. The Emergence of Hebrew Pree Loan Societies in the United 
States’, Social Science History, Vol 13 (1989), esp. pp 219-24. The Socsety’s annual reports 
and other records can be viewed at their headquarters in Manhattan, New York Some annual 
reports are in the New York Public Library 

The standard history of the London Jewish Board of Guardians is V. Lipman, A Century of 
Socal Service, 1859-1959. The History of the Jewish Board of Guardians (London, 1959) 
which, with E Black, The Social Politics of Anglo-Jewry 1880-1970 (Oxford, 1988), covers 
the origins of the London Board well. See especially Lipman, Ch.1, and Black, pp.2—4 and 
71-80 

NYHFLS, Poor Man's Bank, p.1; Mr Mark Pmeman, ex-Secretary of the Jewish Board of 
Guardians, tn an interview with the author, 13 July 1989. Mr Fineman, bom 1904, was a 
collector and investigator for the Visitung Committee and Loan Department from 1921. 

The details of the loan contract offered by the New York Hebrew Free Loan Society arc from 
Poor Man's Bank, Ch.4, pp.18—25 Also Tenenbaum, ‘Culture and Context’, pp 215. 
NYHFLS, Poor Man's Bank, p.3. 


. Lipman, Century, pp 60, 203-4, Black, Social Politics, pp.93—4 Larger loans usually 


required some sort of collateral 

Lipman, Century, pp.121 (citation), 60, 163 and 203-4. Also Black, Social Politics, p.94, 
n 57 for a call to be even more ngorous in screening out unsuitable applicants in 1896. 
Lipman, Century, pp.39, 60, 67 and 163, also Table 1, pp 276-89. Loans proved to be so 
successful that the Charity Organisation Society imitated the Boerd's policy See H 
Bosanquet, Social Work in London (London, 1914), p.43. 

Booth Collection, A19, f.62 


. C Booth, Labour and Life of the People, Vol 1 (London, 1889), pp 572 and 574 


NYHFLS, Poor Man's Bank, p 27 

NYHFLS, 6th Annual Report, 1898, pp.6-8 

NYHFLS, Ith Annual Report, 1903, p 6. 

New York Kebillah, The Jewish Communal Register of New York, 1917-1918 (New York, 
1918), 'Bconomic Agencies’, pp 689-713 lists all of the soft loan societies and them year of 
incorporation. For the equivalent type of society in Chicago in the 1920s, see L Coben, 
Making a New Deal: Industrial Workers in Chicago, 1919-39 (Cambridge, 1990), pp 82-3 
There were no significant equivalents in London, see Feldman, Englishmen and Jews, 
pp 246-7, for example 

Kehillah, Jewish Communal Register, p.690. 

Lipman, Century, pp.59-60 and 106, Feldman, Englishmen and Jews, pp.246—7; NYHFLS, 
Annual Reports, 1898 to 1905; and Teneabanrn, ‘Culture and Context’, pp.214-15 
Estumates of population in the two immugrant communities came from I. Rosenwaike, 
Population History of New York City (Syracuse, 1972), pp.110—11; and V Lipman, A History 
of the Jews in Britam since 1858 (Lexcester, 1990). The rate of immigration to the two cities 
was very similar and so the differential in size remained constant See Godley, thesis, chapter 
4 for a detailed examination of migration data. 


. Citation from Poor Man's Bank, p.10; NYHFLS, Ananal Reports, 1898—1905. 


NYHPLS, Report, 1898; Tenenbaum, thesis, Table 3.3, p.73. Table 3.4 (p.74) and Appendix 
3 (pp.165—9) shows that these two classes of occupations were totally dommated by the 
various branches of the garment and retail trades In 1906, for example, 37 per cent of all 
borrowers were occupied in garment manufacturing A further 36 per cent were involved 
1n retailing, of whom around balf were involved in the distribution of garments. 

Loen Comnnttes Report (1927), cited in Lipman, Century, p.163 Unfortunately the original 
records of the Loan Committee have been destroyed Also see Black, Social Politics, 
pp 93-4 Frneman, for example, also recalled that ‘practically every stall in Petticoat Lane 
market was capitalised by the Board’, interview with author. 

Godley, thesis, Ch. 5. 

A Godley, ‘The Development of tbe UK Clothing Industry, 1850-1950: Output and 
Productivity Growth’, Business History, Vol. 37 (1995); and idem, ‘Singer in Bntain. The 
Diffusion of Sewing Machine Technology and its Impact on the Clothing Industry in the 


116 BANKS, NETWORKS AND SMALL FIRM FINANCE 


United Kingdom, 1860-1905’, Textile History (forthcoming, 1996) 


. Booth Collection, A19 f 89. 


Industrial Commission, Report p 321 
Godley, thesis, Ch.5. 


. See D. Ross, ‘The Unsatisfied Fringe in Britain: The 1930e-1980s’ in this issue, where 


examples are given of the Loan Guarantee Scheme of the 1980s, which experienced a default 
rate as high as 40 per cent, and the Development Areas Treasury Advisory Committee, with 
a default rate of 15 per cent. For the Third World see the World Bank's list of known lending 
agencies, which had an average default rate of 40 per cent, in rts Lending Policy Paper on 
Agnicaltural Credit (1975). See also P Mosley, ‘Credit for the Poor’, in D. Hulme and P. 
Mosley, Finance Against Poverty (London, 1995). 


. New York Society, Poor Man's Bank, p.4. 


Black, Social Politics, pp.93—4, citation p.94. 

J. Hoppit, Risk and Failure in English Busness, 1700—1800 (Cambridge, 1987); and idem, 
‘The Use and Abuse of Credit in the Eighteenth Century’, in N. McKendrick and R.B 
Outhwaite (eds), Business Life and Public Policy: Essays in Honour of D.C. Coleman 
(Cambridge, 1986) 

Industrial Commission, Report, p.321 


. Booth Collection, A19, f.95; Passfield Papers, s VII 1, item 8, f.7 
. Tenenbaum, ‘Culture and Context’, pp.217—21; Lipman, Century, pp.59—60 
. M Casson, The Economics of Business Culture (Oxford, 1991), esp. pp.15—17 and 55-81; R. 


Axelrod, The Evolution of Co-operation (New York, 1984), for example, p.182 

Hume and Mosley, Finance agamst Poverty, Ch.2. 

Hudson, Industrial Capital; S Nensdic, "The Small Family Firm in Victocian Brita’, 
Business History, Vol.35 (1993); M. Rose, ‘Family Firm, Community and Business Culture: 
A Comparative Perspective oa the Bntsh and and American Cotton Industries’, in A 
Godley and O. Westall (eds ), Business History and Business Culture (Manchester, 1996). 


AB Gust Carlsson, 1880-1990, Networks and 
Survival in the Swedish Printing Industry 
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Agencies in business history writing are usually presented as a problem for 
producer firms to solve. This is probably a result of the extreme focus on 
big business and, thus, the imperative of explaining why these giant firms 
continued to grow and invest in non-core activities. The logic behind the 
internalisation of the channels of distribution for producers is dependent 
upon two assumptions: the probability of opportunistic behaviour and the 
externalities of demand. If independent agents are likely to neglect 
producers’ interests, or cheat them of revenue, then producers are presented 
with a strong incentive to internalise the channels of distribution. 

For every case of the vertical integration of sales agencies there is, 
however, an example of a successful independent sales agent, able to grow 
and retain its independence for generations. The question which business 
historians therefore need to address is why the distribution function was 
internalised in some instances and not in others. It is proposed here that the 
current emphasis on internalisation and transaction cost theory does not 
provide an analytical framework which is rich enough to enable researchers 
to answer this question. This is because in a continuously evolving market 
the independent sales agent provided a much valued service to producers 
and consumers alike. This is best approached not through transaction cost 
theory but through modern industrial networks theory. 

AB Gust Carlsson is today a subsidiary of a larger Danish printing 
equipment distributor, responsible for supplying the Swedish printing 
industry.” It distributes a number of well-known brand names, including 
Linotype typesetting machines and Heidelberg printing presses, and 
employs about 80 people. The firm survived for many decades as a family- 
owned concern, although in recent years it has been successively acquired 
by a disparate range of owners. Despite these recent changes in ownership, 
the long-term relationships which were fostered, maintained and developed 
by the original firm, continue to provide the core business of the company. 
It is the strength of these relationships, which have lasted for many years, 
which explains the independent existence of this firm for more than a 
century. Understanding of this longevity requires a more sensitive approach 
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to the importance-of agents in the channels of distribution than is usually 
emphasised in orthodox business history. The following section of this 
paper discusses the transaction cost approach to agency and suggests that 
some of its shortcomings may be addressed by reference to network theory. 
This is then illustrated in the context of the history of AB Gust Carlsson as 
a distribution agent in the Swedish printing machinery sector. It was that 
firm's ability to channel information and resources between customers and 
producers, to respond to changing market conditions and to develop and 
maintain an extensive network of relationships and contacts which explains 
its success. A final section concludes. 


II 


The role of agent firms has until recently been viewed as a relatively 
unstable and intermediate form of governance structure for the organisation 
of economic activity. Lying somewhere between market and hierarchy, 
independent agents would appear most likely to be replaced by a producer's 
wholly owned sales division once the sales volume had reached a certain 
level.' This view has been further developed by Nicholas, who argued that 
transaction cost analysis, together with principal-agent theory, is an 
appropriate analytical tool when determining the stage at which the 
independent agent would have to exit the market.‘ The three main factors 
determining the optimum form of governance structure — that is, market or 
hierarchy — are frequency of transactions, uncertainty and asset specificity. 
Nicholas concluded that the most important factor determining the 
boundary between independent agents and sales companies is the number of 
transactions. This discussion is valuable when focusing on independent 
agents, but somewhat limited in scope and explanatory value. Empirical 
observations, for example, suggest that despite large variations in the 
number of transactions over time, supplier-agent relationships endure.* 
Moreover, this principal-agent tradition of research emphasises only 
opportunistic behaviour. Non-opportunistic behaviour, such as trust, tends 
to be neglected.' A third criticism of the rather narrow scope of this 
approach concerns its indifference towards institutional settings, such as 
different legislative environments.' 

The raison d'étre of independent agents is that they act as a bridge 
between buyers and sellers. Network theorists tend to view firms as nodes 
in interdependent and multilateral relationships with other firms. This 
approach starts with the assumption that the relationship between actors in 
industrial networks — in this case between suppliers, agents and buyers — is 
the cornerstone of the analysis. Thus, instead of seeing long-term 
relationships between producers and independent agents as a problem, 
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network theory suggests that the very survival of firms depends upon these 
relationships. 

Network theories are becoming increasingly recognised as analytical 
tools applicable to the analysis of the nature of industrial production and 
consumption.’ These theories in general rest upon the observation that 
buyers and sellers develop long-lasting relationships. Economic actors do 
not simply respond automatically to the price mechanisms of the market; 
nor do they choose to internalise the exchange. Actors handle the 
uncertainties of exchange by developing relationships built on trust and 
mutual interest. In industrial networks actors develop long-lasting 
relationships which define what activities in the value chain will be 
performed by whom, and what resources will be employed in doing so. So 
far this is an extremely deterministic view of firm behaviour. A relationship 
is, however, reciprocal. It defines the behaviour of both sides, but not in the 
same way. There is nothing that says that a relationship is, or has to be, 
symmetrical. On the contrary, the assumption is that business relationships 
are asymmetric. A specific relationship is likely to look very different 
depending on from which actor’s perspective it is viewed. Further, we need 
to understand the incentive structures which encourage firms to develop and 
maintain these relationships; although created voluntarily, they tend to 
induce constraining elements for these same firms once they are well 
established." 

In this article, we wish to suggest the concept of an agent firm embedded 
in a network, but still able to retain independence in action. In constructing 
charts attempting to depict the interactions involved in a particular set of 
relationships, the basic concepts of nodes and lines are often used by 
network theorists. In industrial networks, firms are considered to be nodes 
and the different exchange relationships as lines. Here, the independent 
agent is seen as a node in a network, linking producers and buyers — the 
exchange relationships, or lines, in network charts. In a continuously 
changing environment it is the decisions made by key individuals in 
response to the limited information available which determines outcomes." 
This approach enables us to understand better the development of agents. 
From the independent agent’s perspective, it is important to maintain 
relationships with both customers and producers, especially foreign ones. 
However, close links between the independent agent and the producer could 
be both a strength and a weakness. By investing resources in long-term 
relationships, foreign producers can reduce the need for monitoring, while 
the agent's degree of uncertainty is similarly mitigated. Lock-in and path- 
dependency effects may also appear, however. Technological development, 
for example, is crucial for the agent's position on the home market. If the 
manufacturer invests in old technology, this would have negative 
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implications for the agent.” Thus, from the agent’s point of view, 
diversification of risk is important, and so choosing a portfolio of different 
agency contracts is vital. For the agent it may be that path-dependent 
relations can confer significant advantages, making the actual options 
available for the agent firm dependent not only on the rather limited 
information available, but also on custom, practice and trust, as well as 
specific market traditions. 

The network approach thus lets us focus upon the real function of the 
agent firm. The active role of the agent is as an entrepreneur. The network 
approach views the entrepreneur and the single firm as a node connected 
with other firms through different forms of exchange relationships of both 
social and economic characters." In this tradition entrepreneurs are 
embedded in network settings with different governance structures.“ The 
entrepreneur exploits deficiencies — or disequilibria — in the networks either 
by connecting previously unconnected actors or by providing new content 
to existing relationships.“ In this way, the entrepreneurial function can 
travel through several relationships and the network will evolve, in terms of 
both the pattern and the content of the relationships. Theories of industrial 
networks emphasise this evolutionary aspect of individual and collective 
behaviour, where both are mediated through relationships." 

Summing up the theories regarding the role of independent agents, we 
can conclude that conventional transaction cost explanations tend to focus 
on the instability of agent solutions, but fail to explain why agents exist and 
why they represent specific producers for such a long period of time. In 
addition, agents not only react passively to supplier signals, but they 
actively seek new suppliers to improve market performance and reduce their 
exposure to risk. Defining agents as more dynamic actors in the 
intermediation process also means that they will try to reduce the levels of 
business uncertainty which they face. The network tradition, together with 
modern entrepreneurial theory, is therefore more satisfactory in explaining 
the continued presence of independent agents such as AB Gust Carlsson. 
The following section highlights how this agent was so successful in 
retaining its independence for so long. 


I 


The expansion of the printing industry in Sweden started during the period 
of industrialisation in the second half of the nineteenth century. It then 
gathered pace in the 1890s and around the turn of the century. Increasing 
mechanisation in the printing and typesetting shops, as well as in newspaper 
publishing, radically altered the nature and volume of demand for printing 
equipment. The introduction of the modern typesetting machine had 
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important consequences in the transformation of the printing craft’s trade 
into a more industrialised type of production. Relations between the printing 
workers’ unions and employers were occasionally hostile in Sweden 
because of the rapidly changing working conditions.” The new machines 
came invariably from either American, German or English producers and, 
as the market grew, so new agent firms established themselves in the 
Swedish market. Several of these firms — Gumealius maskinaffür, AB 
Fredrik Wagner, AB Vilhelm Johnsen and AB Gust Carlsson — were 
established during the 1880s and 1890s. This supply structure, dominated 
by independent agents, persisted until the restructuring of the 1980s. 

Tbe original founder of AB Gust Carlsson, Mr Gust Carlsson, worked 
for seven years as a book-keeper in one of the largest printing shops in 
Stockholm (Centraltryckeriet). He registered his own firm in December 
1879. Building on relationships established during his period at 
Centraltryckeriet, several agency contracts were negotiated with the leading 
German and English suppliers to the printing industry. After experimenting 
with several different suppliers and various products, the focus of the firm's 
activities concentrated on the printing industry. Gust Carlsson became the 
Swedish agent for a number of German producers, such as Schelter & 
Gieseckes’ Phönix printing press, Augsburg and Brehmer's staple machine 
and Krause's papercutting machine. Through this portfolio of agencies, 
Gust Carlsson could supply all segments of Sweden’s printing industry with 
a complete product range. 

During the first decades of its existence, the firm also supplied printing 
equipment to Finland and Norway. The firm expanded during the late 1890s 
and the turnover reached over one million Swedish crowns in 1899. Printing 
presses held the largest share of sales in the 1900s. During this time, several 
small printing shops were established in Sweden, which increased the 
potential market for small printing presses. In the competition with 
established print shops, the new small print shop entrepreneurs benefited 
from the favourable conditions offered by the agent firms. 

Gust Carisson understood the importance of market presence and, 
during the firm's first decade, he created two important communication 
channels: a monthly newspaper with articles translated from German and 
English and catalogues, probably the first in Swedish for the printing 
industry. Twice a year, salesmen were sent to Finland, Sweden and Norway 
to penetrate further the larger Scandinavian market. Gust Carlsson even 
established a subsidiary company in Finland in 1912. 

Gust Carisson’s success in establishing the independent agency came 
from his ability to develop successful commercial relationships with foreign 
producers, while going on to help create a market for their products. One 
critical factor in this pattern of growth was the acquisition of the Linotype 
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agency in 1898. Linotype, an American firm, produced typesetting 
machines which enabled the print shops, as well as the newspapers, to 
increase productivity substantially. Gust Carlsson was responsible for 
marketing all the models. An important marketing activity was a school for 
Linotype users, which he started in 1902. The school gave Gust Carlsson 
ample opportunities to exhibit the machines and to build long-term 
relationships with users. Building on the relationship with Linotype, the 
firm expanded its business and by 1903 it became a limited company. 

Competition among equipment suppliers in the expanding Swedish 
market was fierce. The main players were Linotype, Monotype, Typograph 
and Intertype. In 1905, still in the early days of Carlsson’s contract with 
Linotype, there were 81 Linotype and 91 Typograph machines in Sweden. 
The success of the developing relationship between Gust Carlsson and 
Linotype is suggested by the fact that by 1917 330 Linotype machines were 
found in Swedish printing shops and only 176 Typograph machines. The 
Gust Carisson school and other marketing devices had proved their worth to 
both the independent agent and the original producer. 

At the beginning of twentieth century, the firm of AB Gust Carlsson 
faced challenges of both continuity and change. Despite changes in 
personnel, especially following the death of the founder, Gust Carlsson, in 
1914, his two sons, Victor and Ludvig, managed to maintain the most 
important relationships (particularly with Linotype), and also to establish 
new ones, the most significant of which was with the German company 
Heidelberg. This in turn proved to be crucial in coping with changing 
market conditions. The mutual trust upon which many of the relationships 
rested was not, it seemed, confined to the founder, but rested in the firm 
itself. The suppliers’ confidence in the firm was apparently preserved, inter 
alia through the intensive training of the new sales representatives. 

In the inter-war period the four main independent agents — AB Gust 
Carlsson, AB Fredrik Wagner, Vilhelm Johnsen and Gumaelius maskinaffür 
— dominated the market, with Wagner and Gumaelius — the agents for the 
Typograph typesetting machine, a serious competitor to the Linotype 
machines — being the largest firms, measured by the sum of their assets. AB 
Gust Carlsson managed steadily to increase its share of the market until the 
eve of the war. By the middle of the 1930s, the company represented 14 
suppliers; although Linotype machines continued to represent 25 per cent of 
total sales alone. The inter-war growth in the Swedish printing industry 
came from the growth of the number of small printing shops. The market 
for small printing presses thus became crucial for any supplier of printing 
equipment. The market leader was a small printing press, considered as 
reliable and dedicated to the needs of a small printing shop. It was produced 
by the German firm of Heidelberg. The Heidelberg agent in Sweden, 
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however, was not able to deliver the expected standard of service. Against 
strong competition from other well-established agent firms, AB Gust 
Carlsson managed to acquire this crucial contract in 1928. The agency 
turned out to be of great importance for AB Gust Carisson's sales, and sales 
of the Heidelberg machines in Sweden doubled between 1930 and 1939. 
The experience of marketing the Linotype machines was exploited for the 
Heidelbergs. The same tactics were pursued, with the education of users and 
a special magazine, regularly distributed, enforcing the traditional sales 
efforts. As a result, AB Gust Carisson's total market share increased, with 
the Linotype agency complemented by the other strong brand of 
Heidelberg. 

AB Gust Carisson’s portfolio of agencies was supplemented by a wide 
range of less important products, which tended to change fairly frequently. 
Whereas relations with the two main suppliers, Heidelberg and Linotype, 
seemed to be based upon little more than ‘gentlemen’s agreements’ and a 
high degree of trust, written contracts were used for the less important 
products. There was a written contract with Heidelberg, which dated back 
to the original agreement of 1928, but for decades this was the only formal 
contract between agent and supplier. These ‘gentlemen’s agreements’ with 
the principal suppliers were upheld despite changes in management on both 
sides. So when Ludvig Carlsson died suddenly in 1932 and his brother 
Victor took over, the company’s relationships with its suppliers were able to 
continue largely unchanged. 

The Second World War brought enormous supply problems to the 
printing machinery industry, and by the late 1940s and the 1950s the 
Swedish market needed new equipment. The post-war period, however, also 
brought technical development. In printing technology the most important 
development was the commercial exploitation of the offset method. As a 
result of this innovation, which greatly improved productivity levels in the 
industry, the market grew rapidly. The new technology was not considered 
to be a threat to Heidelberg printing presses, which at the time held a 
dominant 70 per cent market share in Swedish book printing. The 
Heidelberg suppliers had, therefore, a cautious and somewhat conservative 
attitude towards the offset, but their hesitancy was finally broken by the 
introduction of the new KORD press in 1963. This offset press was made 
for the book-printing market, a market which the originator Solna Offset did 
not, however, penetrate to any great extent. The new KORD machine was 
easy to learn, since it had similar features to older Heidelberg book-printing 
machines. Within five years the new Heidelberg offset models held 40 per 
cent of AB Gust Carlsson’s total Heidelberg sales. The Heidelberg 
machines, along with the Linotype models, still accounted for about 50 per 
cent of the firm’s total sales in the 1950s. 
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By the end of the 1940s, the sons of the founder had died and all of the 
original family interests virtually ended. Ownership, however, remained 
within the ‘family’ of the firm, since two of the senior managers — 
Hellstrom and Ktiller — took over. The firm was, therefore, able to retain its 
position of primacy in the market, despite later being taken over by an 
investment company. By the beginning of the 1980s, however, the recession 
hit the printing press suppliers hard. The industry’s structure had changed, 
the turnover of agency contracts increased and several of the old agent firms 
went out of business as suppliers began to internalise sales activities for the 
first time. However, building on the long-term relationships with the 
principal suppliers, Linotype and Heidelberg, and with a sound financial 
base, AB Gust Carisson managed to stay in the business where other agent 
firms failed, at least for a few more years. The financial crisis in Sweden in 
the early 1990s hit AB Gust Carlsson hard, however, and the company was 
sold to a Danish printing equipment agency company. The era of AB Gust 
Carlsson as a Swedish-owned independent agent, bridging foreign suppliers 
with Scandinavian buyers had come to an end. Yet, the story of a 110-year- 
old firm is interesting in that it draws our attention to the longevity of 
business relationships. Despite changes in supply and demand conditions, in 
management, and in ownership, the core of business relationships were 
maintained and developed. 


IV 


The history of this firm highlights several important aspects of 
entrepreneurship and the importance of long-lasting relations. The key 
entrepreneurial skill was in dealing with complex relationships with both 
customers and suppliers and even with different owners. Without this skill, 
the firm’s history would probably have been quite short. In addition, this 
story highlights the role of agency firms functioning as nodes in industrial 
networks. In this perspective, these firms become important co-ordinators 
of information, creating new markets for new technology. Only an 
independent agent confident of the backing of the principal producers and 
happy in the mutual trust of the commercial relationship would be willing 
to undertake such investments. 

Was the Swedish printing industry unique? Certainly it was compared to 
other sectors such as the engineering and chemicals industries," or the 
motor car industry,” which had a diverse range of distribution channels, 
ranging from company and foreign-owned agencies to full integration 
within the producers' organisations. On the other hand, the distribution of 
industrial machinery in Sweden was an activity in which independent 
agents were also found.? In the printing press market, it was not until the 
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1980s that some manufacturers decided to establish wholly owned sales 
companies. Up to that point, less successful agencies tended to be taken 
over by other agent firms, but no other wholly owned sales company had 
entered the market. Heidelberg could have established its own sales 
organisation shortly after the war, but chose not to. The manufacturers’ 
policies, influenced by their long-term relationships with AB Gust Carlsson, 
persuaded them to continue using the independent agent form of 
representation in the Swedish market. 

Traditional transaction costs and agency theory would suggest that, as 
the number of transactions increases, the agency firm should be brought 
within the boundaries of the producing organisation. This was not the case 
with AB Gust Carlsson in the Swedish printing machinery market. Rather, 
this article has suggested that the long-term relationships established and 
nurtured by the agent firm conferred significant advantages of trust, 
information exchange and familiarity to that form of governance structure. 
AB Gust Carlsson had a deep knowledge of the Swedish market, and its 
customers had a deep knowledge of the company. It was, therefore, able to 
function as an important node in an industrial network connecting suppliers 
and customers. It was able to generate markets for the former and act as 
crucial providers of information and technology to the latter. The network 
of trust and familiarity embedded over a long time in market relations 
suggests that there was greater intrinsic value in the agency relationship 
than a supplier would have been able to gather from internalising the 
distribution function. 
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JULES LUBBOCK, The Tyranny of Taste: The Politics of Architecture and Design in 
Britain, 1550-1960 (New Haven, CT, and London: Yale University Press for the Paul 
Mellon Centre for British Art, 1995. Pp.xv + 413; illus. ISBN 0 300 05889 6, £35). 


In The Tyranny of Taste, Jules Lubbock explores the history of British taste and the 
debates which have surrounded it over the last 400 hundred years. The treatment is not 
purely art-historical, but also draws upon social and economic history, literary and 
moral criticism, and the relationship between industry and design. Obviously this is an 
enormous topic, and Lubbock does not attempt to cover every aspect of it. Instead, be 
focuses upon key periods, 'when ideas were in flux, when debates were keen, and 
when policy was being formed — the early seventeenth century, the mid-eighteenth 
century, the mid-nineteenth and the mid-twentieth. He argues that there has been an 
intimate relationship between general perceptions of good taste and 'a more profound 
and far-reaching political will to control and direct the development of society'. 
Growing awareness of the interrelatedness of economic growth, taste and beauty bas 
led to a 'political economy of design'. Private possessions, ranging from teacups to 
buildings, have become the subject of public policy and controversy. 

The book is divided into six parts. Lubbock begins with a brief account of London 
as the first modern city. Whilst other capitals were remarkable for the splendour of 
their public buildings, what impressed visitors to London was its role as a great city of 
commerce, with its busy port and its innumerable shops. The next part, "The Stable 
Society’, discusses the quite deliberate attempts to control London's expansion and 
influence the appearance of its streets. London should not grow too rapidly, lest it 
impoverish the rest of the kingdom; thus magnates and gentry were encouraged to 
reside ın the country, stimulating the local economy through their consumption of 
luxuries — a role exemplified by Lord Burghley and, later, Sir Robert Walpole. 

Expenditure upon luxury was not always seen as desirable, though there were fears 
that more moderate spending would retard economic growth. In part three, Lubbock 
investigates the ‘Luxury Debate’ sparked by de Mandeville’s Fable of the Bees. De 
Mandeville dismissed the notion that aristocrats spent on luxuries out of a sense of 
duty, and invented the concept of competitive consumption — a private vice which 
nevertheless had public benefits. Other participants in the debate included Richard 
Steele, Joseph Addison, David Hume and Adam Smith. Steele and Addison’s 
Spectator set itself against extravagance, but contributed to the developing argument 
that luxury consumption could be made less morally offensive by good taste, Hume, 
on the other hand, believed that the unconstrained consumption of luxury goods would 
stimulate morality and the arts as well as national prosperity, whilst ‘by emphasising 
saving and investment Smith solved the dilemma for puntans that their moralistic 
habits of consumption would reduce economic growth’ (p.120). 

Thus far, Lubbock has said nothing on the style of houses or what form the 
refinement of society should take. Part four focuses upon a succession of major 
wniters, architects and designers who deliberated over a very extended period as to 
what should be the nation’s predominant artistic style. They include Inigo Jones, John 
Evelyn, Christopher Wren, Steele and Addison, Pope and Hogarth. 

Such views, however, were ripe for re-examination with the onset of the Industrial 
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Revolution. Part five, ‘Good Design’, takes us from the encouragement of design and 
the role of Josiah Wedgwood in the eighteenth century to A.N.W. Pugin, the design 
reformers associated with Sir Henry Cole and the South Kensington Museum, and John 
Ruskin’s political economy of art in the nineteenth century. By the middle decades of 
the nineteenth century, the state was establishing schools to train designers, setting up 
the first international exhibition, and funding one of the first museums of applied art. 
According to Lubbock, the motive was not purely commercial: the real objective was 
to reshape personal morality by implementing the kind of controls over individual 
consumption about which contributors to The Spectator, or Pugin, had merely written. 
The final part spans the middle decades of the twentieth century, providing a wide- 
ranging discussion of modernist ideas about design, and the ways in which they 
influenced public policy. (I do mean wide-ranging; coverage includes the tattooing of 
prostitutes and the relationship between fascism and coal-effect fires.) Adolf Loos and 
Le Corbusier are considered, and Lubbock notes that the latter’s ideas attracted much 
less attention in France than they did in Britain, where the 1930€ and 19408 saw a 
concerted effort to influence design. One aspect of this was the slum clearance 
programme, which generated a desire to provide good modern furniture for working- 
class homes. This in turn led to the Utility Scheme of 1943-53, which prohibited the 
sale of clothes, furniture and pottery unless they were made to state-approved designs 
~ the “Tyranny of Taste’ which provides Lubbock with his title. The final sections 
consider modernist ideas in action. The topics covered include the ongins and 
significance of the 1947 Town and Country Planning Act; the promotion of the 
Modem Movement by Lord Reith's BBC; controls upon urban skylines and lighting 
levels; and the eventual dominance of the RIBA by Modernist architects. 

The Tyranny of Taste is attractively presented and well provided with appropriate 
ulustrations. Some sections, such as those which provide a general summary of the 
ideas of David Hume and Adam Smith, may offer little that is new to business 
historians familiar with the history of economic thought. What is original is the way 
in which their ideas are woven into Lubbock’s argument. This is a substantial and 
thought-provoking book; not standard fare for business historians, but all the more 
worthy of our attention. 


Bath College of Higher Education JON PRESS 


GEOFFREY TWEEDALE, Steel City: Entrepreneurship. Strategy and Technology in 
Sheffield, 1743-1993 (Oxford: Clarendon Press, 1995. Pp.iv + 436; illus.; maps. ISBN 
0 19 828866 2, £45). 


This excellent book manages to be both scholarly and a pleasure to read. It provides a 
masterly survey of the rise and adjustments of an almost unnvalled localised complex 
of steel and steel using trades which until now has never been comprehensively 
analysed. The emphasis 1s on industrial history, but the lessons which may be drawn 
are not only academic; entrepreneurs, workers, economic planners and above all 
government could also learn much 

Geoffrey Tweedale has drawn on the archives of Sheffield companies more widely 
and more effectively than any previous writer and for more recent perlods has also 
conducted interviews with leading actors. He by no means neglects technical change, 
and cannot avoid dealing with increases — and later dramatic decreases — in 
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workforces, but on the whole his focus is on companies and the quality of their 
leadership. Generally be has avoided the trap of allowing such an abundance of source 
material to overwhelm him, though occasionally consideration of one firm after 
another threatens to become a list rather than a succession of relevant case studies. A 
fuller acquaintance with the details of Sheffield’s nineteenth-century innovations and 
company growth seems to have given him a more favourable impression than he had 
formed earlier in his Sheffield Steel and America (Cambridge, 1987). He argues 
persuasively that in the decades around 1900, when British bulk steel firms were being 
left behind by producers in the United States and Germany, the makers of special steels 
in Sheffield held thear own. Indeed, in the case of high-speed steels they met and 
vanquished what at first had seemed a succeasful American challenge. Much of the 
second half of the book is concerned with decline, though this has occurred much more 
1n some trades (especially cutlery) than in others. The course of this decline is traced 
with the same care given to the phases of growth and early challenges. After the 
relatively easy business conditions of the 1950s things went badly for the Sheffield 
metal trades. In large part this was due to increased international competition, but the 
area had faced this many times in the past and survived. One difference from earlier 
periods has been the decline in significance of armaments as the nature of war 
matenals has undergone fundamental changes. Previous dependence on the armament 
trades had unbalanced many of the bigger firms. However, Tweedale identifies two 
key factors in this decline phase. First, computerised operations have now replaced the 
extraordinary reserves of localised worker skills on which Sheffield’s past success was 
largely based. Second, in other countries government has given a support to these 
industries which has been conspicuously lacking in Britain. 

In a summing up which could have benefited from being considerably extended, 
Geoff Tweedale writes: ‘What is certain is that Sheffield’s network of steel-related 
industries produced something unique’. Through many generations it was a multitude 
of individual company decisions which produced an unplanned, unpredictable but 
massive industrial complex. He recognises that this ‘is not a reassuring conclusion for 
industry planners or for business historians keen to apply their knowledge to the 
problem of regeneration’. A thought-provoking implication of his work is that 
throughout the last 100 years the Sheffield steel trades have been a marked exception 
to the theones Alfred Chandler has developed in relation to big business and therefore 
to the reasons he has identified for Britain's relative industrial decline. How many 
other industries and areas may this apply to? This book can be most warmly 
recommended to business historians and indeed to all who are fascinated by Britain's 
alleged long-term economic failure and especially to those who are sceptical of simple 
explanations of either growth or decline. 


Jesus College, Oxford KENNETH WARREN 


JOHN F. WILSON, British Business History, 1720-1994 (Manchester. Manchester 
University Press, 1995. Pp.x + 276. Hb ISBN 0 7190 4132 5, £40; pb ISBN 0 7190 
4133 3, £12.99). 


John Wilson’s textbook surveying British business history since 1720 1s guaranteed a 
prominent place on the reading lists of courses in British and comparative business 
history. The book is structured in a manner which will maximise its convenience for 
both teachers and students. An introductory chapter outlines some of the analytical 
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devices commonly used by business historians, and a further early chapter facilitates 
mternational comparisons by examining the development of business in the United 
States, Germany, and Japan before 1914. But the major part of the book 1s divided into 
four familiar periods: industrialisation, the late Victorian and Edwardian era, the 1920s 
and 1930s, and post-1945. Essay writers and seminar leaders will recognise that this is 
an ideal ordering of the material. Tutors and lecturers will find the book useful as a 
survey of the literature. It was somewhat alarming, however, to reach the section on 
the tribulations of British Leyland, only to be confronted by pages which were coming 
loose from the binding. 

Inevitably, a strong theme of Wilson's book is the unwillingness of most British 
enterprises to make the three-pronged Chandlerian investment in manufacturing, 
marketing, and management. Wilson argues that the market-cum-technological 
environment, especially in the period from 1870 to 1914, was less conducive to the 
formaton of Chandlerian-style firms in the UK than it was in the USA. But Wilson 
regards tbe culture, or mentality, of British business as the principal cause of the 
survival of personal capitalism, even in large firms, until well into the twentleth 
century. Amateurism, individualism and a cleavage between gentlemen and players 
were distinctive features of the British business scene. Given the importance placed on 
it by Wilson, a more detailed analysis of the factors moulding British business culture 
would have been helpful. Most students believe that they instinctively understand the 
culture of different nations. In New Zealand, as soon as the phrase British business 
culture 1s mentioned, memory banks are scanned for images of aristocratic 
entrepreneurs smoking fat cigars. Wilson does not offer a straightforward answer to the 
question of whether or not British firms’ reluctance to emulate the strategy, structure, 
and culture of the largest American enterprises is responsible for the comparatively 
poor performance of Bntish industry since the late nineteenth century. This caution is 
not unreasonable, since evidence can be produced on both sides, and where there is 
uncertainty it is not a bad idea to leave students to make up their own minds. Overall, 
the message springing from Wilson’s book is that business history can provide an 
adequate explanation of the behaviour of businesses and their leaders, but that it is not 
yet ın a position to pronounce with any certainty on the consequences of this behaviour. 

Early 1n the book, Wilson makes the claim that business history has come of age 
and has established its independence from economic history. The tendency for 
business history to draw apart from economic history is not without its costs, and these 
are reflected in certain characteristics of Wilson's otherwise thorough and balanced 
book. Although Wilson stresses that it is important to place business history within a 
wider context, in fact there is very little in this book about the development of the 
British economy between 1720 and 1994. Readers are provided with only the most 
spartan information about the course of output, incomes, productivity, export demand, 
and world economic conditions, yet each of these spheres affected, and were affected 
by, the business sector. It is worth remarking that there are only two references to the 
work of N.F.R. Crafts in Wilson's substantial bibliography. Also, relatively scanty 
attention is given to relations between firms and their workers. Many students who 
take courses in business history lack any prior knowledge of the economic history of 
the country or countries which they are studying. They may come away with decent 
marks, but derive the impression that business culture and the strategy and structure of 
individual firms are the only significant factors to bear in mind when examining the 
determinants of national economic performance. 


Victoria University of Wellington JOHN SINGLETON 
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DEBORAH VALENZE, The First Industrial Woman (Oxford: Oxford University Press, 
1995 Pp.ix + 251. Hb ISBN 0 19 508981 2, £25; pb ISBN 0 19 508982 0, £12.99). 


This exciting recasting of the process of industrial transformation departs from 
traditional emphases on technological development and places gender and the nature 
of work at the centre of interpretation. Rather than locating women where they have 
previously been excluded from conventional accounts, as has been a tendency in some 
feminist history, Valenze constructs an entirely novel framework, informed by 
women’s experience of productive labour during tbe period of industrialisation and 
how their work was valued ın contemporary thought. Valenze's analysis does much to 
revise the historical record and to identify some of the injustices done to women over 
time. Women’ s incalculable contribution to industrialisation has been systematically 
ignored in heroic accounts of the industrial revolution, a process in which the 
rationality of (all) males allegedly outpaced the more limited natural instincts of 
women; and the impact of the consignment of women to the labour market dustbin 
during the early nineteenth century lives on to the present. 

Although Valenze 1s rightly reluctant to portray the eighteenth century as an 
unequivocal ‘golden age’ for women, it is clear that within the agricultural economy 
of that time women had acknowledged value. The subsequent downgrading of 
women's economic contribution can be traced to developments in agriculture which, 
as the case of dairying reveals, gave preference to men, removed women's traditional 
sources of livelihood and forced them into unemployment or dead-end jobs. Thus 
women, so recently praised for their industriousness, ironically became associated 
with notions of the idle poor. This marked a watershed; and within the industnalising 
economy of the nineteenth century, especially in textile spinning, in the cottage 
industries and in the factory, women's productive efforts were disparaged as they 
became objects of shame, pity and revulsion. The eighteenth-century view of labour, 
where men and women were equally recognised for tbeir contribution to national 
wealth, was thus replaced by one where women were economically and socially 
marginalised and extensively exploited as workers. This re-evaluation of women's 
productive role was partly the outcome of structural changes in the economy but can 
be attributed also to the political and economic ideas generated at the turn of the 
century which were probably more effective than the writings of Victorian moralists 
in promoting a beavily circumscribed domestic role for women. 

By concentrating on broad issues surrounding gender and class, Valenze has 
produced a wide-ranging exploration of the nature of industrial transformation Her 
work thus joins such recent revisions to the comfortable linear view of organisational 
and technical change in understanding industrial progress as L. Berlanstein (ed.), The 
Industrial Revolution and Work in Nineteenth-Century Europe, and confirms, by 
identifying conflict between perception and reality, between men and women and 
between capital and labour that the story of industrial change is by no means 
straightforward. Valenze's contribution to the fields of industrial history and gender 
history also shows that an organisational structure informed by gender permits a more 
edifying interpretation of the historical evidence on industrialisation than many of the 
prevalling alternatives. Valenze's impressive clarity of exposition does not disguise the 
complexity of the issues uncovered and inspected in this challenging book It 1s to be 
hoped that business historians and others inquisitive about the industrial past will give 
serious consideration to the ideas presented here. 


University of Leeds KATRINA HONEYMAN 
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WW KNOX, Hanging by a Thread: The Scottish Cotton Industry, c. 1850-1914 
(Preston: Carnegie Publishing Ltd, 1995. Pp.xvi + 204. ISBN 1 85936 011 4, £19.95). 


The Scottish cotton industry bas been the poor relation of Lancashire as far as 
historians are concerned. While there have been endless studies of the English cotton 
industry there has been relatively far less interest in the Scottish industry; the present 
monograph by William Knox is, in fact, the first book-length study of the industry. 
This discrepancy is not hard to explain. Scottish cotton was pretty much dead on its 
feet by the end of the nineteenth century and had been long surpassed by the much 
larger and more dynamic industry of Lancashire. Yet in the early nineteenth century 
Scottish cotton had been more advanced than its southern competitor, and the story of 
Scotland and Britain's first major industnal casualty is of some importance both 1n its 
own right and for what 1t might tell us about British manufacturing decline in general. 
This is the twin task that Knox undertakes. 

The period covered is from 1850, at which point the industry had been displaced 
by Lancashire cotton and had lost its pre-eminence in Scotland to heavy industry, to 
1914, by which time spinning and weaving had more or less disappeared. The book is 
divided into five chapters which, in tum, provide an economic overview, examine 
technological change and the labour process, wages and working conditions, 
employers, strategy and organisation, and, finally, worker organisation and industrial 
conflict. Within all of these Knox distinguishes between the three sectors of spinning, 
weaving and thread making and discuses each separately. 

Where Campbell dated the decline of Scottish cotton as early as the 1820s, Knox 
follows Robertson in putting it considerably later. In fact, where Robertson sees the 
turning point as the 1870s Knox pushes it back to the late 1880s. Knox does not see 
this as a linear decline but rather ‘discontinuous and partial, experienced in different 
ways by individual sectors in a boom and bust development cycle’ (p.38). Knox uses 
a threefold typology of losers, hangerson and winners. The earliest losers were the 
combined spinning and weaving firms and the spinning firms, the hangers-on were the 
weavers and the great success story was the thread makers. 

In his emphasis upon the workforce and the nature of industrial relations in the 
three sectors Knox follows the path taken by Bolin-Hort in his study of child labour in 
Glasgow and Lancashire over much the same period. Bolin-Hort sees the poor 
productivity of the Scottish industry as due not to a largely female workforce but to a 
(poor) system of industrial relations which gave the workers no interest in raising 
productivity. Knox, however, argues the opposite to this: that the Scottish industry’s 
record of poor productivity has to be located within the gender divisions of the 
workforce and, more fundamentally perhaps, that the role of the market on both 
products and labour also needs to be taken into account. 

What distinguished thread was the management of its workforce. Here, unlike 
spinning and weaving, there was stability in industrial relations which was necessary 
for the nature of the continuous production process. Thread producers were free of the 
control exerted by key workers elsewhere and the Paisley employers’ conscious use of 
paternalism gave them a moral authority which saw little in the way of industrial 
unrest. 


The success of the thread makers allows Knox to argue that the decline of the 
industry generally was not inevitable. The thread producers were able to regulate their 
market and to embark upon both horizontal and vertical integration. This resulted, 
most famously of all, in the giant J. & P. Coats combine. The contrast with the small- 
scale spinning and weaving firms locked into a downward cycle of competitiveness 


BOOK REVIEWS 133 


and dimimshing market share could not be sharper. Thus Knox favours the 
Elbaum—Lazonick argument of market regulation rather than the supply-side approach 
of Kirby. "The history of economic development in Britain and elsewhere 1s about the 
elimination of competition and the triumph of regulation, rather than the story of 
Smith's hidden hand’ (p.12). 

One of the practical reasons why the Scottish cotton industry has not been so 
widely studied is the lack of surviving firm records. In spite of this drawback, Knox 
provides a very full and convincing account of the progress of the industry. He has 
scoured the Parliamentary Papers to great effect and has created his own data on the 
workforces of different geographical areas and industrial sectors from the nineteenth- 
century census schedules. This latter source, especially, is full of future possibilities. 
The one firm with extant records is J. & P. Coats and it may come as a surprise to some 
that Knox was allowed access to these. One minor quibble is the perennial one of 
studying the success stories of an industry rather than the industry as a whole. This 
occurs where Knox attempts to qualify the ‘dilettantish’ image of the second 
generation of cotton producers while admitting that what biographical detail is 
available concerns the success stories only. 

To engage fully with all the issues that Knox deals with would take much longer 
than a short review. What one can say is that this is a major piece of work which 
covers, as it should, a variety of different fields and will be of interest to business, 
economic, social and labour historians. There can be no doubting its importance for 
Scottish history nor for its contribution to the literature on British industrial decline. 


University of Stirling JAMES J. SMYTH 


JAMES FOREMAN-PECK, Smith & Nephew in the Health Care Industry (Aldershot: 
Edward Elgar, 1955. Pp.xiu + 269; illus. ISBN 185898 085 2, £45). 


For most of its long history, Smith & Nephew was largely a producer of sanitary 
towels and elastoplast, products that may not appear to offer, at first glance, the most 
enticing subject for a history. However, Dr Foreman-Peck manages to make his subject 
engaging by showing how the carly achievement in marketing evolved into a global 
organisation driven by scientific research. 

The British pharmaceutical industry, sometimes compared unfavourably with its 
German and American rivals, is shown to be much more enterprising than some earlier 
writers surmised. If the industry was slow to focus on fundamental research, it was 
more because the family structures of the various firms left them ill-prepared to 
conduct business on the scale required and more interested in the abundant 
opportunities of serving, in their formative years, the world’s largest market. British 
firms are often sald to have been good at invention but poor at exploiting market 
potential, but the history of Smith & Nepbew suggests the antithesis of that idea. The 
founder, TJ. Smith of Hull, moved from retail pharmacy to wholesaling by finding a 
market for Norwegian cod liver oil, a purer product than the traditional New 
Foundland oil. His nephew and heir in the business, H.N. Smith, developed mayor new 
lines, antiseptic bandages and dressings, Lilia sanitary towels, Elastoplast, and 
Gypsona plaster of Paris bandages, all German ideas. It was not until the purchase of 
Herts Pharmaceuticals (formerly Beiersdorf UK, an off-shoot of a German firm) at 
Welwyn Garden City in 1951 that Smith & Nephew acquired its own laboratories, and 
in the 1950s and 1960s H.N. Smith was more interested in buying up and rationalising 
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Lancashire cotton mills to manufacture established products than in making large 
investment in the search for new products. In 1970 four British companies (Glaxo, 
Wellcome, Beecham and ICI) were firmly established among the world's 50 leading 
research-based companies; Smith & Nephew was yet to join this elite. 

A European Commission-sponsored report of 1985 concluded that achievement in 
the pharmaceutical industry was the product of evolution of specialised knowledge 
and expertise over a long period of years, giving them the edge over newer entrants to 
the business. This certainly fits the Smith & Nephew experience. Tbe firm's most 
successful discoveries have been in wound dressings, eye care, the treatment of 
fractures and orthopaedics, all in a line of evolution from specialisms developed by 
H.N. Smith in the first half of this century. An attempt to diversify into cosmetics by 
acquiring Gala proved a flop (1971-80), so that in the next decade Smith & Nephew 
sensibly confined its acquisitions to several key firms in healthcare products closely 
akin to its own. 

It was not until the 1970s that the firm began to consolidate its position as a 
business large enough to generate its own pew technology, and not until the 1980s that 
its specialised research ensured that it flourished as a world player in the health care 
industry. Considering its late start in serious research, the achievement has been a 
remarkable one. The nearest comparison that can be made is probably with Boots, 
which did not find 1ts way into fundamental research until after World War Il, and 
achieved its first international success with Brufen (an anti-arthritis drug) in the 1960s 
but failed to sustain this with further discoveries. The company built up an 
international marketing organisation but when Manoplax (a heart drug) had to be taken 
off the market in 1994 it had little to sell. Boot’s pharmaceutical wing has now been 
sold off (to a German company, BSF) and 250 research staff have lost their jobs. The 
Boots story is of equal interest with that of Smith & Nephew to an understanding of 
the British health care industry, but it is not one that the Nottingham company is 
allowing to be published 


University of Nottingham S.D. CHAPMAN 


DAVID KYNASTON, The City of London, Vol. Il: The Golden Years, 1890-1914 
(London: Chatto and Windus, 1995. Pp.678. ISBN 0 7011 33856, £25). 


David Kynaston's project on the history of the City of London 1s hugely ambitious. It 
comes in three volumes, of which this is the second. The first, A World of its Own, 
covered the 75-year period from 1815 to 1890 and ran to almost 500 pages. The 
second volume covers only 25 years but runs to almost 700 pages; and volume III will 
return to a 75-year period but will revert to a slightly shorter length. The reason for the 
length of this current volume is that it deals with the period when the City was at the 
beight of its power and influence, the hub of the international monetary system and the 
commodity markets, and tbe source of almost half of the world's capital flows for 
economic development. 

The penod is full of incident of interest for financial, monetary, busines and otber 
economic historians. When it opens prices are falling, as they had been for some years, 
and the Baring crisis was embryonic. The Bank of England was dominant in both 
domestic and international monetary matters. The domestic banking system was 
rapidly becoming concentrated in size, with banks headquartered in London. The 
period 1s also one in which the national debt as a proportion of GNP was at its lowest, 
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and when British economic performance was worse than ever before. 

All of this is well known and thoroughly covered in a large literature of academic 
monographs of deep scholarship and sometimes great aridity. What Kynaston does is 
bring the whole thing to life, making the working of the City real and significant for 
so many other participants in the economic and political life of the country. He 
succeeds in bringing colour and life to what can sometimes be thought of as dry 
subjects. He does this in part by extensive quotation from the participants, and by 
providing some detail on many of the main characters. 

Kynaston's view of the City is of a closely knit group with an increasing 
concentration of individuals of a similar class and background in positions of 
authority, influence and great wealth. They were not always of the highest or even 
appropriate ability. At times it is almost as though the City is an entity operating on its 
own with one view determined by a small number of people, taking positions and 
effectively making policy that then affected the rest of the population. And the 
judgement on its performance is that it did not do well. It did not do its bit by the rest 
of the economy. It was guilty of looking to the short term right up to 1914. This is not 
necessarily true or false, just impossible to demonstrate in this particular form (and 
possibly in any other). The story he tells 1s nevertheless a fascinating one: for what it 
was like to work in the City, on the floor of the Stock Exchange or in a bank or similar 
institution at both modest and elevated levels; what it was like to experience the 
vacuity of the quiet times and the excitement, sometimes fear and even panic of the 
dangerous times. 

David Kynaston is well qualified to write on the subject, and perhaps particularly 
so on this period where much of his academic research centred, having previously 
written extensively on a number of related topics. He has a reputation for good writing 
which will only be enhanced by this volume. He aims to reach a much wider 
readership than the conventional academic monograph, and he will undoubtedly be 
successful. This 1s a blend of financial, economic, social and political history heavily 
laced with wit which makes a potent cocktail. More history should be like this. 


City University Business School FORREST CAPIE 


TIMOTHY R WHISLER, At the End of the Road: The Rise and Fall of Austin-Healey, 
MG, and Triumph Sports Cars (Greenwich, CT, and London: JAI Press, 1995 Pp.xix 
+ 308; illus. ISBN 155938 906 0, £47). 


Reading this book has been both a labour of love for this reviewer and a source of 
frustrated regret. With a boyhood traversing the 1950s and 1960s and with an unfailing 
interest in the sporting products of the British motor vehicle industry, it brought back 
memories of gleaming bonnets, open cockpits and wire wheels. Those decades were 
dominated by the British sports car: the manufacturers could sell all they could 
produce in the home market, but ıt was overseas sales, principally to the USA, which 
was the hallmark of their success. This was all the more impressive in the light of the 
seeming inability of foreign producers to match the design flair of the British product. 
At the same time, the overseas market penetration of British volume-produced saloon 
cars was an abject failure. The 1970s, however, were marked by dramatically falling 
exports, symbolised towards the end of the decade by the cessation of MGB sales in 
the North American market. This was compounded by profound consumer resistance 
to the Triumph TR7 as British Leyland’s ‘modem’ replacement for the older car. 
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Whisler's study offers powerful insights into these developments, rooted in an 
understanding of institutional factors as determinants of market success. Thus the book 
ranges over the quality of corporate organisation, design and development, productive 
and distributive structures and labour relations. Supply-side factors, moreover, are 
supplemented by an analysis of consumer demand trends which serve as a preface to 
a depressing commentary on quality and reliability. 

In accounting for the post-war success of the British sports car, especially in the 
context of buoyant overseas sales, Whisler focuses attention on the differentiation of 
the product and the absence of foreign competition in this particular niche. In the US 
context the steering and roadholding, as well as the design and style of British sports 
cars were unique, thereby permitting higher selling prices than the typical volume US 
car. This British monopoly in tbe ‘semi-specialist sports car niche’ lasted until the mid- 
1960s, even though the products in question were hardly noted for their quality and 
reliability 1n performance, compounded by a relatively primitive distribution structure 
and intermittent supply shortages. The first challenge to British dominance emerged in 
1964—65 with the introduction of the Ford Mustang, competitively priced and with a 
robust design image calculated to appeal to American purchasers. Of far greater 
impact, however, was the Japanese invasion of the US sports car market inaugurated 
by Datsun in the early 1970s. Utilising sophisticated and flexible capital-intensive 
production methods, the Japanese car competed also on quality and price. It was 
fortunate for the British producers that Datsun soon moved its models up-market. 

The denouement for MG and Triumph was orcbestrated by the parent company, 
Bntish Leyland, after its formation in 1967. Production methods at the various plants 
at Abingdon and Canley remained unmodernised at the same time as the new 
corporation signally failed to introduce a responsive and dynamic multidivisional 
structure. The result was duplication of functions and responsibilities as well as staff 
rivalries both within and between divisions. Rationalisation of production, moreover, 
was painfully slow, whilst the inberited MG and Triumph design teams were kept apart 
to the detriment of product innovation. These deficiencies reached their apotheosis in 
the Triumph TR7, introduced in the mid-1970s as the company's great hope for the US 
market. It ıs painful to recall the car's appalling reputation based upon slipshod 
engineering, extraordinary unreliability and lack of product differentiation. As Whisler 
observes, insofar as the TR7 was built in the same manner as otber British Leyland 
cars of the 1970s its market failure was predictable, providing further evidence of the 
corporation's inability to adapt to mass production technology. In the latter context 
labour disputes loomed large in relation to both managerial style and manning levels. 

In 1979 British Leyland cancelled the Trtumph Spitfire, the MG Midget and MGB 
models. Two years later, TR7 production was terminated. Whilst there were strong 
external influences, the appreciation of sterling 1n the late 1970s and high rates of 
inflation in the UK, Whisler demonstrates convincingly that the critical factors 
responsible for this wholesale product slaughter lay within British Leyland itself. These 
included rising component and labour costs, long-standing problems with engines and 
power trains, and excess model and plant capacity, all of which led to nsing production 
costs and falling profitability. By the time that British Leyland had managed to upgrade 
the TR7 to the standards of the Japanese competition the company found itself 
confronted by ‘an unshakeable negative image’ inherited from earlier versions. In short, 
Whusler presents a salutary tale of an original British monopoly, based upon design flair 
and strong product image, dissipated wantonly in the 1970s and early 1980s. 


Lancaster University MAURICE KIRBY 
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JAMES FOREMAN-PECK, SUE BOWDEN and ALAN McKINLAY, The British 
Motor Industry (Manchester. Manchester University Press, 1995. Pp.xı + 323; 74 
tables and figures. ISBN 0 7190 2612 1, £45). 


This is the first in a series on British industries in the twentieth century, seeking to 
contribute to an understanding of the processes of British 'de-industrialisation' over 
the last generation and marks the revival of the detailed industrial history which has so 
conspicuously languished for 25 years. There are three chapters on the evolution of the 
industry before 1945. The first deals with the Victorian and Edwardian years, when 
manufacturers were searching for products and technologies that best met the needs of 
the British market. The next two chapters look at the inter-war years, when scale 
economies became important, concentration increased, standardisation spread and 
Britain acquired the second most powerful motor car industry in the world. Chapters 
4-7 examine performance from 1945 to 1978, looking at company performance, 
production technology, economies of scale, product development, globalisation, 
industrial relations and government policy. Finally, the focus turns to the impact of 
Japanese competition and production methods in the 1980s and 1990s. A short 
epllogue covers the sale of Rover Group to BMW. 

Though this volume includes new material and analyses, it is essentially an 
overview of the mass of published material on the motor car industry — there is an 
impressive and helpful bibliography. The strengths lie in the treatment of the first 
phase of the industry in Britain, the industrial relations problems of tbe period since 
1945 and the impact of government policy on performance. In particular, the authors 
have set British company output, productivity and profit performance into an 
international context. Among the conclusions which emerge from this detailed 
discussion are that low investment was an effect rather than a cause of British 
problems, the dividend policies of British-owned firms were relatively unimportant 
since gross profits of British firms would not have financed internationally 
competitive levels of investment, and changes in government policy cannot explain the 
demise 


The blame for the slow death of the British motor Industry 1s placed at the door of 
the failure to rationalise, first in the later 1940s when export earnings were needed and 
British firms could not be disturbed and, secondly, during the long boom when the 
implicit social contract which placed a high premium on full employment and 
removed redundancy and plant closure from the agenda. Unfortunately, the industrial 
relauons chapter shows that managers of British-owned firms simply had no 
alternative 'big picture' of production structures. The problem was less the 
impediments to reform than the absence of strong reformist sentiments from British 
manufacturers in the first place. Some of the discussion of the political and 
institutional context of the industry's demise is intelligent, well-balanced and 
convincing, especially in the industrial relations chapter, but elsewhere the treatment 
is rather superficial. 

There are, however, other problems with this volume. The standards of 
presentation. are so low that they can be described only as appalling. 
Typographical/proof-reading errors are regular, and in some chapters are super- 
abundant. There 1s so much repetition that some sections appear to have retained 
alternative readings of the same paragraph. There are factual errocs and discrepancies. 
In places, the authors have real difficulty with conveying quantitative information in 
an interesting way. The publishers could not even print all the pages in the night order. 
Some of these problems are undoubtedly the responsibility of the publisher, but the 
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authors must also bear some of the burden. If this book were a car, it would 
undoubtedly be an Austin Maxi, a car with innovatory intentions but embarrassingly 
poor standards of finish and insufficient development time. 


University of Exeter ALAN BOOTH 


RICHARD COOPEY and DONALD CLARKE, Ji: Fifty Years Investing in Industry 
(Oxford: Oxford University Press, 1995. Pp.459; illus. ISBN 0 19 828944 8, £25). 


This corporate history casts a unique, if not conclusive light on the recurrent question 
of how well British industry, and in particular the small manufacturer, has been served 
by Britain's financial system. The Industrial and Commercial Finance Corporation 
(ICFC) was established by the Labour government in 1945 to plug the Macmillan gap, 
the perceived shortfall in the City’s supply of long-term funding to small firms. The 
ICFC was a private company, exclusively funded by the Bank of England and, very 
reluctantly, by the clearing banks, which feared more direct government intervention. 
Its purpose was to aid the long-term growth of small and medium-sized firms through 
individually tailored loan-equity packages, while earning a commercial rate of return 
for ICFC shareholders. The majority of investments were always in manufacturing, 
usually in unquoted, often family concerns. 

From a slow beginning, the ICFC grew rapidly after 1959 when permission was 
gained from the banks to raise capital externally. Branch offices were set up and 
diversification occurred into areas such as financing new technologies and industrial 
mergers, leasing, consultancy and computer services. It led the market for 
management buy-outs, and also expanded abroad. From the late 1970s the rapidly 
growing but badly fragmented organisation was restructured along divisional lines, 
with a new title, 31 (Investors in Industry) in 1983, and a new logo to bulld up group 
identity and brand name. After 1987 there was a rapid divestment of unsuccessful 
peripheral activities 1n preparation for the flotation of 1994. In the 50 years since its 
foundation 1t had invested in nearly 12,000 firms. The value of this, however, 
remained modest in national terms. In 1987-88, when 3i first provided over £500 
million to smaller firms, larger companies raised some £25 billion on the stock market. 

The story is told 1n two parts with eight chapters by each author, interspersed with 
20 brief case studies of 3i investments. Coopey provides a lucid account of the origins 
and development of the ICFC and the 3i group. He argues that, given the early hostility 
of City bankers some regarded small businessmen as ‘misfits’ — the Bank of England's 
support was crucial to the ICFC's survival before 1959, There are interesting sections 
on the rise of venture capital in the UK, and on the remaking of the group's image in 
the early 1980s. One theme to emerge is the continuity and health of the core 
investment business while changing management styles had a major impact on the 
culture of the firm. $ 

Clarke, a former finance director of 31, gives the 'insider's view’ in essays which 
cover a number of themes, including innovations in investment, accounting and 
resource funding. Some of this is perhaps for the specialist, but there are also general 
accounts of the rise of variable rate lending and Eurobonds during the 1970s, and 
sections on management style and strategy, on diversification and the policy shift of 
1987-91, on the venture capital industry in international perspective and on the ‘global 
Macmillan gap’. The reality of the latter is accepted by Clarke. Unsurprisingly be 
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proposes 31-type investment — with its emphasis on accurate risk assessment, low 
debt-capital ratios, and long-term equity holding — as a model for other advanced 
economies to follow. The same, but on a larger scale than hitherto, is his prescription 
for Britain. 

Ultimately it was the quality of risk assessment carried out by 3i's staff which 
ensured its survival through the economic fluctuations of five decades. Unfortunately 
there is not enough on this aspect of the business. There is repeated praise for the 
company's controllers — those officers directly responsible for assessing a firm's 
potential as an investment but we are not told much about the process of assessment 
itself. ICFC's controllers' case files, and their own experiences, might prove a future 
source of valuable material for historians of late twentieth-century British business. In 
the meantime the latter should profit greatly from this splendid account of a pioneering 
organisation. 


University of Hull ROBIN PEARSON 


R.E. UTIGER, Never Trust an Expert: Nuclear Power, Government and the Tragedy 
of the Invergordon Aluminium Smelter (London: Business History Unit, London 
School of Economics, Occasional Papers 1995 No.1. Pp.6l. ISBN 07530 1055 0, £5) 


When the British Aluminium Company decided in 1968 to build an aluminium smelter 
at Invergordon on the Cromarty Firth, it was on the understanding that nuclear power 
could be purchased at a price which would allow it to compete with producers 
overseas. The company therefore signed a contract with the Hydro-Electric Board, its 
suppliers, whereby ın return for contributing towards the construction cost of the South 
of Scotland Electncity Board's Hunterston 'B' nuclear power station, it would receive 
a trenche of nuclear electricity up to the year 2000 at a price of 0.263 pence per 
kilowatt-hour plus escalation. Experts assured the company that the latter would never 
be more than general inflation. In fact by 1981, at a time when the world price of 
aluminium was falling, the price of Hunterston ‘B’s electricity had soared to 1.354 
pence per kilowatt-hour, well over twice the rate of inflation. British Aluminium was 
now making a loss of £2 million a month, but Hydro-Electric was unable to sell it 
electricity at a price substantially lower than that supplied to its other customers. 
Closure was inevitable, with the loss of 900 jobs in an area of high unemployment and 
massive losses for Bntsh Aluminium. Ronald Utiger, Chairman of British 
Aluminium, wntes with an insider's knowledge and remarkable impartiality in the 
sense that no one comes out with much credit. Hunterston 'B' was a disaster, providing 
not the cheapest but the dearest electricity in Scotland, while the government, 
particularly the Scottish Office, failed to appreciate the gravity of the crisis. British 
Aluminium, however, must take some of the blame, particularly for signing a contract 
that was so weighted in favour of the South of Scotland Electricity Board. The result 
18 a fascinating but depressing account of yet another fatal relationship beteen private 
enterprise and tbe public sector in that period. 


University of Aberdeen R.E TYSON 
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P.H. GULLIVER and MARILYN SILVERMAN, Merchants and Shopkeepers: A 
Historical Anthropology of an Irish Market Town from 1200-1986 (Toronto: 
University of Toronto Press, 1995. Ppix + 440; maps. Hb ISBN 0 8020 0644 2, 
£39.50, pb ISBN 0 8020 7597 5, £19.50). 


The Irish market town of the book's title is Thomastown, Co. Kilkenny, through most 
of the last 200 years a commumty of around 1,000 people, or 2,500 including tbe 
adjacent rural area. The work’s scope, though, is narrower than its title indicates: the 
first 450 years of Thomastown's history occupy four pages; most of the second and 
more valuable part of the book discusses not the whole population of the town, small 
as it was, but its retailers. 

The first half of the work is largely an analysis of the development of Thomastown 
between the mid-eighteenth century and the Famine. Its history is similar to that of 
other small Insh towns. It expanded during the prosperous years between 1750 and 
1815. Afterwards its industrial and trading base began to shrink, although its 
population continued to increase. The result was that by the Famine a third of the town 
were paupers. This section contains much solid, useful and original material. 
Sometimes, though, it 1s expressed in a type of sociological language which somewhat 
obscures the simple story that is being told. The discussion of the town’s retailing 
sector, occupying the second part of the book, is more interesting. By the late 
nineteenth century, retailers comprised Thomastown’s elite. What industry there was 
around 1800 had all but disappeared 60 years later. The resident gentry soon followed. 
By 1900 all who remained to challenge shopkeepers’ hegemony in the town’s social 
life were a mill owner, a doctor, a bank manager, a school teacher and, inevitably, a 
priest. Here the authors make an important contribution to two areas, particularly, 
which have been widely debated in recent Insh historiography. The first relates to 
inbentance. The idea that primogeniture was the usual form of inheritance in post- 
Famune agrarian society has gradually been discarded. It has been suggested that 
ultimogeniture was equally common, and that the whole inheritance question is more 
complex than once was thought. Gulliver and Silverman’s study confirms this That 
primogeniture was no more the rule among retailers than among farmers is not 
surprising, as both groups were subject to similar socio-economic forces. Inheritance 
of the shop went to whichever son or, failing that, daughter/son-in-law happened to 
remain at home and was willing and able to continue tbe business. This was rarely the 
eldest, who often had to find another occupation, or to emigrate, as a shop could not 
support two households. Interestingly, the designated sibling was often a reluctant 
inheritor. Emigration was frequently an option preferable to the grind and boredom of 
running a small country grocery. The second area of debate the book illuminates 
concerns shopkeepers’ contribution to Irish political life in the late nineteenth and 
early twentieth centuries. Thus Clark has assigned to Connacht retailers a pivotal role 
1n local organisations during the Land Wars, while Kennedy has drawn attention to 
their significance on the new county councils after 1898. This was not confined to 
Connacht. Others, notably Feingold and Donnelly in studies of Cork, dispute this. 
Gulliver and Silverman confirm their view. Thomastown’s retailers were too small, too 
interested. simply in economic survival, to organise on issues other than those 
immediately concerning them, like street lighting or 

There are other areas of interest in this discussion of retailers. For example, the 
gradual way whereby, while maintaining a semblance of continuity, retailing outlets 
changed in both ownership and function. This is illustrated by well-researched case 
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studies. Readers, therefore, should not be deterred by the book’s sociological veneer. 
Underneath is a significant study of important aspects of a rural Irish community. 


Queen's University of Belfast DAVID JOHNSON 


HILTON L. ROOT, The Fountain of Privilege: Political Foundations of Markets in 
Old Regime France and England (Berkeley and Los Angeles: University of California 
Press, 1994. Pp.xv + 280. ISBN 0 520 08415 2, $30). 


In seeking an explanation for the very different political outcomes of eighteenth- 
century economic growth in France and England, Root analyses the institutional 
structures of finance and politics of the two nations. These structures gave rise to 
distinct market conditions which influenced subsequent economic performance. A 
reasonably free and flexible market emerged first in England, to its enduring benefit, 
more, Root believes, because of a supportive political environment than because of the 
alleged puritanical business spirit of its people. Despite the potentially damaging 
impact of corruption, the broadly based English political system minimised barriers to 
market entry and allowed reasonably efficient methods of state finance to evolve. The 
situation was different across the channel, where, Root argues, market creation was 
constrained not, as is sometimes assumed, because of the prevailing Catholic 
aristocratic mentality there, but because of its pervasive Monarchy-induced system of 
privilege which encouraged non-tradable transactions based on 'Cronyism'. To be 
sure, privilege did not preclude the emergence of successful businesses in eighteenth- 
century France (and it has been argued that French economic growth exceeded British 
at that time), but it did create an environment which, by concentrating industrial and 
financial discretion in the Crown, encouraged monopolies by reducing the costs of 
establishing and protecting them. The identification of such differences between the 
two nations, then, not only explains distinct market conditions and hence economic 
performance, but also permits a reinterpretation of political events and circumstances. 
Revisionism pervades this book. Root challenges cherished views on collective 
violence and the moral economy of the crowd. The perspective of Levebvre 1s singled 
out for criticism. Root replaces the idea that social relations in early-modern France 
and England were guided by a pre-capitalist ethic by the argument that pressure for 
protection from the laws of supply and demand came from the urban workforce of the 
early industrial period and not from pre-capitalist peasantry. 

In spite of its implied comparative nature, this study is concerned above all with 
the experience of France — indeed it is a very French book. The approach adopted by 
Root is informed by the work of eighteenth-century French political economists who 
used an exemplar (in this case Britain) to identify particular features of their own 
nation's economy for the purpose of expediting growth. This study is also reminiscent 
of the work of eminent French historians, who have applied the theoretical insights of 
the social sciences to past events. It is not total history, however, nor can it readily be 
descnbed as business history, yet its practitioners might be enlightened by Root’s skill 
in combining the perspectives of recent political and economic theocy 1n exploring 
historical change. Tbe possibility raised in this study that differences in industrial 
organisation and rate of industrial innovation between economies might be attributed 
to differences in the functioning of political markets deserves to be explored further. 
This imaginative and complex product of many years' meticulous research (especially 
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in France) will provide business historians with both edification and opportunities for 
theoretical diversification. 


University of Leeds KATRINA HONEYMAN 


STEFANO BAIA CURIONI, Regolazione e Competizione — Storia del Mercato 
Azionario in Italia (1808-1938) (Bologna: Fondazione Assi — Il Mulino, 1995. 
Pp.382. ISBN 88 15 04869 3, L.40,000). 


This is an interesting research, charting new territory. It explores the history of tbe 
Italian stock market, from its early origins — the Milan Exchange was set up in 1808 
by the French on the model of the Paris bourse — to the Second World War. The 
attention is firmly focused on Milan and this seems at least partly justified by the fact 
that Milan was always one of the most important markets, even if in the first period 
after the Unification of Italy it had to endure strong competition from Genua, Turin 
and Rome. Since the beginning of the new century, however, it has succeeded in 
outdistancing its rivals and has attained ‘national’ status. 

One of the reasons why economic historians of Italy have paid so little attention to 
the stock market is that its importance as a source of capital has been marginal. The 
ratio between stock exchange capitalisation and national income, was, and has 
remained to date, very low and more or less stable. The number of listings is small and 
business has always been very selective. The tuming point occurred with the slump of 
1907. In the previous years — which coincided with Italy's first prolonged industrial 
spurt there had been a promising growth of activity on the secondary market and many 
new companies were floated on the Stock Exchange by the guiding hand of the big, 
newly founded German-type banks. The golden years came between 1903 and 1906, 
but even then the bulk of transactions was still made up of government stock, whereas 
private companies’ shares and debentures never accounted for more than a quarter of 
the market. 

Were opportunities missed or were structural features ultimately responsible for 
the demise of the stock market? The author, albeit guardedly, comes down in favour 
of the latter. The stock market lacked real depth, thus affording ample scope for 
manipulation in particular by the banks. There was deep-seated prejudice among 
economists as well as politicians against speculazione, a term which was extended to 
cover any risk-taking activity. The central government was unsure of its steps; it first 
neglected the Stock Exchange, entrusting it to local authorities who were clearly not 
up to the task, then it engaged 1n heavy handed intervention, setting rigid guidelines 
which stifled all initiative. 

Baia Curion: focuses on the Stock Exchange as an institution, paying great 
attention both to the changes in the rules of the game and to the powers and interests 
of the actors involved, stockbrokers, large and small bankers and Chamber of 
Commerce. Very little 1s said about the types of stock that were traded, the strategy of 
the companies seeking to raise capital and even less about the public that provided it 
Quantitative information is patchy. 

Does this 'insider's approach’ prove fruitful? The impression remains mixed. 
Many of the squabbles and discussions that took place over what the author calls the 
‘capture’ of regulation, were muddled and appear very difficult to decipher. At times 
a clearer pattern does seem to emerge. It was, in a characteristically Italian manner, the 
failure eather to reach a consensus or to select a dominant partner who would then act 


BOOK REVIEWS 143 


in the general interest, the implication being that a viable and reasonably efficient 
stock market would have been to everyone's advantage. Instead the Milanese agenti di 
cambio which had come to act both as jobbers and brokers, were marginalised by the 
large banks and saw their functions restricted. The banks proceeded to use the stock 
market essentially as a killing field for their strategies of hostile takeovers, especially 
after the First World War. Finally Mussolini's Government clamped down on them, 
and reserved for itself the main role of market maker, further depressing the Stock 
Exchange in the process. 

Baia Curioni's account is both well researched and technically proficient as well 
as providing useful information. This reviewer, however, is not convinced that he has 
attained what he set out to, as stated in the somewhat ambitious title. This is a sectional 
study, not a major reinterpretation of the development of Italian capitalism and some 
of the ifs and buts that it raises need to be examined further and in a wider context. 


University of Manchester RUGGERO RANIERI 


PABLO MARTIN-ACENA and JAMES SIMPSON (eds.), The Economic Deve 
of Spain since 1870 (Aldershot: Edward Elgar, 1995. Pp.xviii + 564. Hb ISBN 1 
85278 793 7, £115). 


Although modem Spanish economic history has made great strides during the last 
couple of decades, the vast bulk of the new findings have appeared only in Spanish. 
And sometimes in Catalan. As a result, the authors of this volume warn us, there are 
many articles by both renowned economic historians and young scholars which were 
not included simply because they were not written in English. Apparently translations 
were ruled out. For such a high cover price, readers of this book might have expected 
a better deal. Unable to call upon tbe writings of such distinguished scholars as Jordi 
Nadal, Pedro Tedde, José Luis García Delgado, Antonio Miguel Bernal and others, 
Martfn-Acefia and Simpson have been forced to use their considerable initiative. Of 
tbe 21 pieces collected together here, I reckon that 14 or 15 are readily available in the 
average university library of the English-speaking world. Five of the others are 
classified as working papers and are therefore much less accessible. 
Following a tidy and informative introduction, the book is divided up into five 
sections of roughly equal length: ‘Growth and Backwardness: Interpretations’; 
‘Population and Human Capital’; ‘Agriculture, Mining and Energy’; ‘Industry and 
Trade’; and ‘Banking and Finance’. To my mind the first part is the most stimulating, 
since it contains two challenging articles by writers willing to chance their arms when 
it comes to interpreting Spain’s poor economic performance in the nineteenth and 
twentieth centuries. For his part, Gabriel Tortella argues for a specifically Latin or 
south-west European pattern of economic modernisation. César Molina and Leandro 
Prados, in a self-confident and polemical account, reject all models, arguing, like tbe 
Ministry of Tourism in the 1960s, that Spain was different. For those keen to get to 
know the debate on modern Spanish economic historiography, à la Clark, Kuznets, 
Hoffmann, Rostow, Gerschenkron and so on, Albert Carreras offers an unparalled 
synthesis. Elsewhere, Tortella's comments on the relationship between literacy and 
economic growth south of the Pyrenees are more fully developed by Clara Eugenia 
Nüfiez. The brilliant demographic studies of David Reher are featured in two articles on 
urban growth and migration after the late eighteenth century. Reber shows that in tbe 
Spanish case cities played a decisive role in determining demographic behaviour since 


144 BANKS, NETWORKS AND SMALL FIRM FINANCE 


the fertility and nuptuality of urban areas were consistently 10-20 per cent below 

nding levels in the countryside. Among other works featured, two excellent 
pieces by James Simpson on agricultural production and technical change before the 
Spanish Civil War offer a foretaste of his forthcoming book. Simpson, a painstaking 
scholar, has little time for the ‘heroic’ assumptions of the broad-brush school. Antonio 
Tena offers a fine account of the low level of openness of the Spanish economy by 
European standards during the period 1885-1985. Martín Acefia argues with great 
conviction that Spain missed the boat during the late-nineteenth century by failing to 
climb aboard the Gold Standard. Not all of us, Tortella included, are so convinced that 
a healthy dose of deflation would have been so salutary for a backward economy. 
Finally, let me mention Francisco Comín's first-rate summary on the marked 
development of the public sector in twentieth-century Spain following a century of 


on, 
Given the dearth of basic ingredients, the authors have cooked up a surprisingly 
digestible meal. But at £115 who will want to pick up the tab? 


University of Manchester JOSEPH HARRISON 


MATTHEW JEFFERIES, Politics and Culture in Wilhelmine Germany: The Case of 
Industrial Architecture (Oxford and Washington, DC: Berg, 1995. Pp.xiil + 318; illus. 
ISBN 0 85496 945 4, £39.95). 


Architectural history set in an economic and social framework is all too rare: the 
present work is to be doubly welcomed, for it is also both knowledgeable and 
sensitive, and it makes fascinating reading. The theme is the modernising drive in 
German factory building c.1900—1920, illustrated by two movements: the 
'Heimatschutz' and the ‘Werkbund’. The former gathered popular support for regional 
vernacular building styles, but fell into folkish, ‘blood and soil’ ways and became a 
cultural forerunner of Nazi ideology; it has therefore justifiably been neglected. The 
latter gathered under its wing some of the leading architects of the day as well as 
numerous progressive industrialists; it led to a great deal of original factory and public 
buliding design and made a significant contnbution, not merely to German, but also to 
wider European and American architectural styling. One of its founders, Peter 
Behrens, had Mies van der Rohe, Le Corbusier and Gropius in his studio at one time 
or another. It has been neglected, too, though with a good deal less justification. 

The basic tenet of the ‘Werkbund’ movement was honest design of clean lines, 
using modern materials, in place of the fashionable variations of classical or other 
traditional styles. But the factory buildings were symbolic for more than mere 
aesthetic satisfaction: good lighting, open plans, attractive surroundings were also to 
motivate the workforce — as well as speed their work and ease supervision. The firms 
associated with the pioneer buildings of the Werkbund movement were mostly 
companies leading in social reform, in improving living conditions for their employees 
and in humamsing industrial relations, and they were mostly to be found among the 
‘light’, transformation industries, such as Bahlsen (biscuit makers), Kaffee Hag, 
Henkell (champagne), but also the electrical giant AEG, and MAN in engineering. 
This was in stark contrast to the ‘heavy’ steel and coal firms which believed in keeping 
the worker down and favoured grim, traditional buildings: the parallels with British 
developments at the time are obvious. 


Moreover, these firms also supported strongly the production of ‘quality’ goods, 
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ın place of the ‘cheap and nasty’ mass production with which German industry had 
earlier been associated. This would not only lessen the danger of being undersold by 
low-wage overseas countries, but would provide higher incomes for labour and restore 
worker pride and satisfaction: the echoes of Ruskin and Morris are unmistakeable. 
There was also a political dimension. These firms suffered from high cartel raw 
material prices and depended on export markets, and they therefore favoured free 
trade, They tended towards left liberal-SPD policies, particularly at local government 
level. As a result, the movement withered in the Nazi period, but the wheel came full 
cycle when Theodor Heuss, one-time executive secretary of the Werkbund, became the 
first president of the German Federal Republic in 1949. 

The study casts a welcome light on the ‘other’ Germany, cultured, humane, 
progressive, which is too often overlaid by the coarse Prussian militarism of that age. 
Good use is made of new or hardly known archival material as well as of often obscure 
contemporary periodicals. The numerous excellent photographs are spoilt by à poor 
metbod of reproduction. 


University of Sheffield SIDNEY POLLARD 


F CARON, P. ERKER and W. FISCHER (eds.), Innovations in the European Economy 
Between the Wars (Berlin: Walter de Gruyter, 1995. Pp.x + 330. ISBN 3 11 013582 5, 
DM182) 


Some bold claims are made for the importance of this book. In his introduction Caron 
sees 1t as showing that technology and innovation were the main sources of dynamic 
change 1n the inter-war European economy, while Erker's concluding survey views the 
volume as a challenge not only to the technological history of the period but also its 
business and economic history. These exaggerated and largely unproven assertions, 
however, do not detract from the interest and value of the individual contributions and 
the scope of countries, industries and firms covered. The book is divided into four 
broedly thematic sections. The first, dealing with the extension of technical systems, 
covers Italian electricity, German telephones and French and English radios. The 
second, looking at the transfer and diffusion of technology, investigates spin-offs from 
tbe Bntish and German aircraft industries and research in the British food industry. 
Perhaps of greatest interest to most business historians is tbe third section, covering 
the relationship between innovation and company structure, which looks at I.G. 
Farben, Du Pont and compares several leading German firms. Tbe final section 
concerns the formation and development of industrial research and focuses on 
Norwegian experience, the Dutch and German electrical industries and a broader 
comparison of a number of European countries. 

Generally, it 1s difficult to identify many common themes or ideas unifying the 
individual contributions, although this is not necessarily a weakness of the book but 
rather serves to illustrate the diversity of experience and range of methodologies with 
which the subject may be approached. However, this presents problems for the section 
introductions, whose authors have written pleces of different lengths, variously opting 
to summarise, criticise, or broaden the papers in their section. 

Although most authors support the idea that technological change was a generally 
positive feature of the inter-war economy, attention is drawn to the reasons for slower 
progress by some companies and countries compared with others. 
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Gianetti, for example, explains the Italian failure to centralise electric power 
generation in terms of regional animosities and different configuration standards. 
Griset attributes the limited achievements of Brtish and French firms in the radio 
industry to their failure to control all the various aspects of the new technology. On the 
national level, Cantwell uses US patent data as quantifiable evidence that German 
firms were generally more innovative than British firms as a result of their 
concentration upon those industries with the greatest prospects for technical advance 
in this period, notably chemicals and electricity. More fundamentally, it would be 
interesting to know how it was that German firms were able to concentrate upon these 
particular sectors. 

There 13 periodic support for the idea that firms came increasingly to appreciate the 
importance of integrating research closely with the production process. This point is 
emphasised, for example, by Horrocks in relation to the development of Cadbury's 
Dairy Milk, which was first launched in 1905. Hounshell and Plumpe extend this 
analysis to look at the position of research within the structure of Du Pont and I.G. 
Farben respectively. Hounshell's study serves to indicate the incomplete nature of 
divisionalisation at inter-war Du Pont, where a powerful centralised research group 
existed. Plumpe cites the co-operative benefits of a structure of research committees at 
Farben, although without indicating whether any rivalries or other forms of inertia 
existed. Further studies along these lines, covenng a variety of firm types, would be 
welcome additions to assessing the organisational capabilities and disabilities of the 
modern corporation. 


Australian National University SIMON VILLE 


CHRISTOPHER KOPPER, Zwischen Marktwirtschaft und Dirigismus: Bankenpolitik 
im ‘Dritten Reich’ 1933-1939 (Bonn: Bouvier Verlag, 1995. Pp.400. ISBN 3 416 
02529 6, DM75). 


Tbe summer of 1995 brought another reminder of how acutely ‘aktuel’ German 
history can continue to be, even in the world of international finance, as the Dresdener 
Bank sought to take over one of Britain’s premier merchant banks, Kleinwort Benson. 
The furore was over Dresdener's Nazi past, which is one of the subjects Kopper deals 
with in this exhaustively researched book on banking policy during the Third Reich. 
Kopper’s focus is on the policy interface between the state, the NSDAP and the 
Deutsche and Dresdener banks. The big banks came through the crisis of 1931-32 and 
their reorganisation with rather different relationships to the state. Dresdener had 
required Reich funds to survive, and consequently was in a much more dependent 
relationship than the Deutsche, which did not. This had repercussions for the positions 
these banks found themselves in under the new regime. The NSDAP began with little 
support in financial circles, but Hitler won over the arch-conservative Hjalmar Schacht 
and brought him back to the presidency of the Reichsbank early in 1933. Schacht 1s 
the pivotal figure in the story. From his twin fortresses at the Reichsbank and the 
Economics Ministry, he managed the reform of 1934 which ‘modernised’ the German 
banking system, cemented the Reichsbank at the centre of monetary policy, secured 
the market position of the capitalist big banks from the encroachment of the more 
ideologically correct local savings banks and fought off various proposals from Nazi 
Gauleiter and ‘Mittelstandspolitiker’ to decentralise the banking system. He also 
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devised means to fund economic expansion cheaply. Schacht eventually stumbled over 
his reluctance to undermine financial stability by funding accelerated rearmament and 
over his unwillingness to accept the economic irrationality of the ‘Aryanisation’ of 
Jewish private banks 

Once Schacht was removed, 'Aryanisation' accelerated and the larger Jewish 
private banks which had survived until 1938 were swept away. Kopper devotes a 
lengthy chapter to this, describing the complicated and sometimes lengthy procedures 
by which banks such as Warburgs transferred assets to their new ‘Aryan’ owners, and 
how the level and ‘fairness’ of the compensation could vary widely according to 
circumstances. After Schacht, the economics ministry lost power to Goring’s 
Department for the Four Year Plan, particularly in the question of the acquisition of 
Austrian and Czechoslovakian industrial resources following the occupation of those 
countnes. Kopper recounts in detail the role played by the two big banks here — the 
Deutsche taking over the Austrian Creditanstalt, the Dresdener in an aggressive 
campaign to acquire, via the Bohemian Discount Bank, a large share of Jewish and 
Czech-owned industry on behalf of Goring's giant industrial holding company, the 
Reichswerke, and for the SS, who were well represented on Dresdener’s board. 

This is a book which in several ways 1s too close to the Ph.D. (Bochum, 1992) 
upon which it is based. Kopper provides detail and data in a bludgeon fashion which 
can border on tedium. Technical subjects, such as the MeFo bills (the short-term paper 
by which Schacht provided cheap finance for early rearmament), are introduced 
without adequate explanation for the non-specialist. In his successful effort to 
distinguish the policy and character differences between the big banks, Kopper also 
passes over complex moral judgements too easily. He moves readily, for instance, 
from underscoring the non-Nazi composition of the board of the Deutsche Bank and 
its relative independence from the state, to a claim for its ‘regimekritisch Korpsgeist' 
(p.353), for which little direct evidence is offered. Max Warburg's judgement that the 
German banks could act ‘fairly’ and ‘correctly’ in the valuation of Jewish assets is 
cited in a too brief passage (p.281) on the ethics of this business, but Warburg himself 
admitted his treatment had been untypically ‘friendly’ (not least because of the 
importance of his bank to Hamburg’s international trade). However, despite these 
occasional failures to contextualise, the subject is fascinating, and Kopper’s book will 
be recognised by historians as a highly useful contribution to the ongoing debate about 
the relationship between politics and the economy under the ‘Third Reich’. 


University of Hull ROBIN PEARSON 


DOUGLAS FITZGERALD DOWD, U.S. Capitalist Development Since 1776: Of, By, 
and For Which People? (Armonk, New York and London: M.E. Sharpe, 1994. 
Pp.xxvii + 563. Hb ISBN 1 56324 166 8, £50; pb ISBN 1 56324 167 6 £21). 


This book is a revised and up-dated version of The Twisted Dream: Capitalist 
Development in the United States since 1776, first published in 1974. It is particularly 
unfortunate that this book appears to have been completed in the autumn of 1992. This 
means Dowd has been unable to take account of the election of President Clinton in 
1992 and of the rise to national prominence of Newton Gingrich as Republican 
Speaker of the House of Representatives following the defeat of the Democratic Party 
in the Congressional Elections of 1994, 

Dowd's book is a critique of the development of capitalism in the United States 
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written from a Marxist perspective. He also incorporates the philosophy of, in his 
opinion, the much neglected Thorstein Veblen. Dowd believes that the society and 
economy of the United States has been in crisis since the 1970s. Furthermore, he 
argues that the American economy is dominated by oligopoly, and it serves the 
interests of only a small minority of the population — perhaps only the top five or one 
per cent. In addition to a lengthy historical analysis of various roots of the crisis, Dowd 
suggests some solutions to it. Among them he advocates a large reduction in military 
expenditure as a contribution to the ‘peace dividend’. He suggests that the experience 
of the early post-World War II years indicates that the conversion of ‘swords into 
ploughshares’ can lead to an increase in the rate of economic growth and to a reduction 
in unemployment. Dowd also advocates a revival of public transport, because he 
believes the culture of the private motor car has resulted in large net costs to society. 
Anticipating President Clinton’s ill-fated attempt to tackle the United States’s crisis in 
health care, Dowd proposes a move towards a Canadian or European type of universal 
health care system. Also anticipating another of Clinton's failed initiatives, Dowd 
advocates a programme to renew America's crumbling public infrastructure, such as 
road bridges. It is perhaps ironic that Dowd also advocates the 'debureaucratisation' 
of the education system and the devolution of control of schools to the communities 
where they are located. This is also part of the agenda of Speaker Gingrich. 

Dowd also has much to say about the development of capitalism ın western Europe 
and its 1mpact on the Third World because he believes the capitalist crisis is global. 
Nonetheless, it could be argued that much of this material is peripheral to his central 
thesis on American capitalism. Without it, his book would have been more concise and 
his thesis much sharper. Some of his observations also seem dated: for example, when 
be considers economic imperialism he overlooks the remarkable economic progress 
since World War II of some of the East Asian countries — which, contrary to Dowd’s 
pessimistic overview, are closing the gap with the leading Western capitalist 
economies. 

The book encompasses a wide range of secondary sources, albeit with an emphasis 
on American Marxist scholars. However, some of his sources are rather dated. For 
instance, he makes great use of the Holt, Rinehart & Winston series entitled The 
Economic History of the United States, which dates back to the 1950s and 1960s. 
Furthermore, he overlooks some of the more recent work on the American economic 
and social crisis, such as that of the leading right-wing sociologist Charles A. Murray. 

While this 1s not a conventional business history, Dowd does provide an interesting 
context to the American business environment. In the United States, socio-economic 
policies advocated by academics like Dowd — such as mass public transport and 
universal health care — tend to be confined to the far left, whereas in Europe they are 
part of tbe political mainstream. 


Uruversity of Wolverhampton RICHARD A. HAWKINS 


THOMAS J. MISA, A Nation of Steel: The Making of Modern America, 1865-1925 
(Baltimore, MD and London: Johns Hopkins University Press, 1995. Pp.xxvi + 367. 
ISBN 0 88 4967 5, £42.50). 


This is the latest book in the interesting and valuable series, Studies in the History of 
Technology, whose volumes analyse the nexus between technology and American 
society and culture. The previous 16 works in this senes have included some unusual 
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works, among them a history of salt, a history of the vertical water wheel and an 
account of "The Culture and Technology of Drag Racing, 1950-1990’, besides more 
orthodox works. Professor Misa's work falls somewhere between the two extremes. It 
15 a study of the relationship of American steel manufacturing and entrepreneurship in 
the American steel industry and wider issues in American economic and social history. 
The work 1s unusual in that it is not a continuous history as such, but a series of six 
detailed small-scale studies. These examine the steel technology (especially the 
adoption of the Beasemer process) of America's expanding railway building, 1865—85; 
the use of steel in urban construction, 1880-1900, especially in the building of 
skyscrapers; America’s use of steel in battleship armour plating (focusing on the 
tremendously more expensive cost of producing this type of steel than steel for 
railways); steel industry mergers, 1890-1910; the introduction of more efficient means 
of production, especially the Taylor-White process, into steel factories 1895-1915; 
and the reorientation of the American steel industry in 1905-25 around automobile 


There is also a final chapter on “The Dynamics of Change’ which examines the 
long post-war decline of the American steel industry. This is one of the more valuable 
and eye-opening sections of the book, which ought to be read by anyone convinced of 
America's natural superiority at technological innovation. During the 1940s and 1950s 
American steel, in effect, fell asleep, and was overtaken by many foreign steel makers, 
including Bntain, which by 1969 accounted for 6.4 per cent of steel imports into the 
United States. Professor Misa lays the blame for this decline at two doors, the 
sbortsighted labour agreements reached after the War, which saved jobs at the expense 
of innovation, and the dominant position of the automobile industry in demand for 
steel, a captive market which had solidified by 1925 and which few thought would 
ever fundamentally change. During the 1950s there was a saying in America (not 
mentioned in this book) that 'rooting for the New York Yankees was like rooting for 
US Steel’. At the time, the Yankees baseball team won the American League pennant 
with monotonous regularity, an irresistible sporting behemoth very similar in both 
success and unlikeability to US Steel. Since then, both have declined precipitously, 
and if the phrase were received today it would suggest that one is a champion of the 
underdog. Dr Misa’s interesting and valuable studies succeed at examining many 
important questions of the American steel industry's history, and raise more wide- 
ranging issues as well. 


Deakin University W D. RUBINSTEIN 


CHARLES W CHEAPE, Strictly Business: Walter Carpenter at Du Pont and General 
Motors (Baltimore, MD: Johns Hopkins University Press, 1995. Pp.xix + 309; illus. 
ISBN 0 8018 4941 1, £40). 


When Alfred D. Chandler published Strategv and Structure in 1962 he argued a 
forceful case for the centrality of administrative and organisational reform in tbe rise 
of the modern corporation and also provided a deeply rescarched study of the 
byzantine workings of the administrative process in Amenca’s emergent giant 
corporations Since then the thesis of divisionalisation and the rise of the M-form 
corporation has achieved almost iconic status, but few otber authors have attempted to 
probe the administrative intricacies of the newly created administrative bureaucracies. 
Charles Cheape focuses on the career of Walter Carpenter, the leading professional 
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administrator at Du Pont from the 1920s to the 1950s (he was vice-president from 
1926 to 1940, president from 1940 to 1948, and chairman of the board until 1962), to 
open a new window on the inner workings of this powerful corporation. 

Cheape follows Carpenter’s career in mimute detail, drawing on a wealth of 
archival material and in doing so sheds intriguing light on a number of important 
issues, notably the rise of professional managers, the process of divisionalisation, the 
role of the owning family, and the changing business-government relationship. 
Carpenter was a tough industrial diplomat with a profoundly unexciting personal life 
and an apparently insatiable appetite for paperwork. As such he is a plausible 
embodiment of the new professional corporate career in American big business. His 
ongins were wholly middle American without special privilege, yet, as Cheape 
demonstrates, at crucial stages his career could not have advanced so prodigiously 
without quasifamilial sponsorship and favour from the Du Pont dynasty. He had the 
luck to attract the mentorship of Du Pont family members, but also to attract the 
support of the right family members during crucial fallings out within the family. The 
rise of professional management did not exclude the central role of powerful personal 
ties and loyalties. 

Carpenter was also an architect of diversification and the consolidator of 
divisionalisanon at Du Pont. Strikingly, however, he backed into diversification 
somewhat reluctantly and, when the process ran into deep trouble in 1921 (Chandler’s 
crucial divide), he rejected organisational reform and divisionalisation as a solution. 
As he put it, ‘Laborious wading through organization disruption in pursuit of catch 

and theories is not a substitute for ascertaining and changing the causes of 
losses’ (p.45). Subsequently he extended and mastered the divisional structure, but it 
was clearly no straightforward panacea for Du Pont's crisis. Divisionalisation opened 
up ratber than closed a chapter in corporate evolution, and at Du Pont and General 
Motors, the twin archetypal pioneers, it developed in contrasting ways. At GM Sloan 
made the powerful strategic general office the crucial force in the system, while at Du 
Pont Carpenter and others oversaw a more ngorous decentralisation that ultimately 
gave rise to powerful fiefdoms in the industrial divisions. 

Cheape is also very good on the ambiguities of personal and managerial control in 
the new corporation. In the 1920s, Carpenter had to struggle to control the tendencies 
of powerful family members to use the Du Pont company as a vehicle for family 
investment strategies or even for speculative rationalisation schemes. The Du Ponts 
kept the idea of immediate personal ownership alive and sought to find ways to make 
the compensation of managers mimic the incentives of owners, resulting in some 
Massive time-consuming problems in tax and compensation matters. The Du Pont 
company remained somewhere between personal and managerial throughout 
Carpenter's career, and beyond. For a quintessentially professtonal manager, he badly 
mishandled internal career development and succession, resulting in a reversion to 
greater family control on his retirement. 

Cheape disagrees with, though he does not fully confront Robert Burk’s recent 
arguments about the Du Ponts and the ‘broker state’. But he does illuminate key 
elements of the corporation’s relationship with government and public policy. Several 
of the Du Ponts were prone to right-wing political dabbling or pursued personal 
vendettas against Roosevelt. Carpenter tried to restrain them. But he himself was 
stunningly naive about the political economy of big business and the implications of 
the emerging regulatory state, culminating in his angry and stubborn handling of the 
Du Pont-General Motors antitrust case in the 1950s when he walked away from a 
favorable early compromise offered by the Justice Department, for reasons of 
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‘principle’, only to end up several years later with divestment and an unnecessarily 
massive tax bill Cheape emphasises the inadequate response of Du Pont to the 
changing environment in which government was now playing a role at least the equal 
of technology and markets. 

This is a book that has many veins to mine. It is a little unsatisfying overall, 
however. Carpenter is an insipid central character and his career rather petered out 
without a dramatic narrative climax. Moreover, Cheape sticks very close to Carpenter, 
and this carries us into some rather narrow corners of Du Pont business (such as tax 
and compensation schemes) and perhaps unduly neglects others, such as Du Pont’s 
remarkable abstinence from foreign markets in the inter-war penod and its neglect of 
Europe after the Second World War. Nevertheless, it is a valuable work that probes 
conventional generalisations on the history of professional top managers and the 
internal strategy and structure of big business. 


University of Leeds STEVEN TOLLIDAY 


ROBERT ASHER and RONALD EDSFORTH (eds.), Autowork (Albany, NY: State 
University of New York Press, 1995. Pp.vili + 307. Hb ISBN 0 7914 2409 X; pb ISBN 
0 7914 2410 3, $19.95). 


This collection consists of an introductory essay and eight separate articles examining 
aspects of US car manufacturing and its work force since the 1910s. All of the 
contributions are well written and impressive in their command of detail and the wider 
literature. In broad terms the studies support the recent strand of ‘industrial realism’ in 
US labour history by providing indications of positive relationships between workers 
and unions, though some criticisms of the national union remain. The other main 
theme us one of continuity in management's use of ‘speedup’ practices. Edsforth, 
Asher and Boryczka emphasise such policies plus managerial arrogance as factors 
leading workers to support unions in the early 19308. They argue that union contracts 
met workers’ demands and that the UAW maintained links to rank and file action. 
Boyle’s article on World War Two portrays worker militancy as a response to specific 
pressures and discusses the use of patriotism as a means to advance demands for better 
conditions. In an account of a 1949 Ford strike, Asher again points to the positive role 
of unions 1n assisting workers’ struggles, countering Lichtenstein's view that unions 
were less dynamic after 1945. However, such revisionism is brought into question in 
Edsforth’s account of the watering down of UAW interest, more especially Walter 
Reutber's interest, in achieving a 30-hour week. Similarly, Thompson’s interesting 
discussion of the UAW and racism re-emphasises the union’s failure to live up to a 
positive rhetoric; indeed the union was extremely antagonistic to black activists, 
treating most as revolutionaries by the 1960s. It is a useful development of the earlier 
study by Meyer and Rudwick. Thompson contrasts this record to the UAW's more 
positive response to white workers' actions at Lordstown. The last two chapters deal 
with events since 1970. Zabala uses participant observation in GM's Van Nuys plant 
1n 197683 to examine uses of sabotage as a supplement, or even alternative, to formal 
grievance bargaining. Babson considers the application of Employee Involvement and 
Quality of Work Life Policies in the 1980s in line with other recent studies, he argues 
that differences between US and Japanese society constrained the transfer of such 
work practices. Like Parker, Babson points up the intensification of management 
control and work effort, but highlights the adverse effect of general cost cutting on the 
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quality of American cars. This contemporary discussion provides a counterpoint to 
Biggs’ resume of the changing design of production as Ford moved from its early plant 
to Highland Park and later to the Rouge. 

The book's strengths lie in the solid archival research and tbe lengthy penod 
covered. It is a useful addition to the already massive literature on the industry, its 
workers and labour relations. It is a useful work to set alongside Lichenstein and 
Meyer (eds.), On The Line: Essays in the History of Auto Work (1989) or the broader 
canvas of Harris and Lichtenstein (eds.), Industrial Democracy in America (1993). 


University of Glasgow MICHAEL FRENCH 


G P PISANO and R.H. HAYES (eds.), Manufacturing Renaissance (Cambridge, MA: 
Harvard Business School Press, 1995. Pp.xxvi + 346. ISBN 0 87584 610 6, $29.95). 


This 1s a collection of articles from the Harvard Business Review, 20 in total, spanning 
the years 1974 to 1994. A ‘greatest hits’ collection, the book alms to distill the 
essential ideas on management strategy and practice promoted through the Review, 
during what 1s described, probably quite accurately, as the most difficult period of 
adjustment for US manufacturing mdustry. The basic message is that Fordist mass- 
production methods, held to be the defining feature of the US system, were superseded 
by those of competitors (notably in Japan), calling for a response encompassing 
flexibility, responsiveness and general quality ‘prioritisation’, as Americans like to 
say. 
The book’s central premise is that manufacturing industry is important to the US 
economy, and therefore we need to understand the patterns of best practice which have 
emerged over the past 20 years. As with most HBR contributions there tends to be an 
evangelical tone throughout, and a tendency, although not always, to promote the ‘one 
best way’ or big idea to ensure competitive supremacy. Three letter acronyms (TLAs) 
prevail — JIT, TQM, SPC, MRP and so on — as business schools and management 
consultancies seem to demand these days. The Japanese, as one would expect, feature 
throughout as variously far-sighted, triumphant or threatening. 

The book is divided into five sections, dealing with ‘New Visions of 
Manufacturing’; ‘Improved Competitiveness through Investments in Technology and 
Facilite’; ‘Improving Competitiveness Through Systems and Procedure’; ‘Creating 
the New Manufacturing Organisation’; and ‘Strategic Manufacturing — Competing 
through Superior Capabilities’. It opens with an interesting article from 1985 by 
Steven Wheelwright and Robert Hayes entitled ‘Competing Through Manufacturing’, 
wherein they outline a four-stage theory of manufactunng strategy — beginning with 
the need for outside help, and ending with the development of an internal capacity to 
innovate products and processes and overcome the ‘forces of organisational gravity’ 
working to stall modernisation and change. This article sets the tone for most of the 
book (or rather it reflects the house style of the HBR) — lessons from Toyota; US 
industry must, or else — closing with an appeal for the reader to become the shaker and 
mover — ‘Getting Things Moving in Your Company’ pounts to the role of a senior 
manager as a ‘key catalyst for the transition’ to a stage-four company. In “The 
Productivity Paradox’ by Wickham Skinner (1986) the author notes that all too often 
US industry chose to meet competition by increasing productivity through cost-cutting 
and increased work intensity. Instead, Skinner advocates competing through 
investment, in technology and people. Richard Chase and David Garvin, in ‘The 
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Service Factory’, pursue the theme of total involvement by manufacturing workers. 
Old departmental divisions need to be broken down, linking production workers right 
through the process to customer requirements — a development complementary to 
mass-customisation, enabled by new manufacturing technologies and IT systems. 
Uday Karmarker’s article ‘Getting Control of Just-in-Time’ (1989), contrasts and 
compares the ‘pull’ basis of JIT with the ‘push’ system of Materials Resource Planning 
(MRP II — not to be confused with Materials Requirements Planning, or MRP). 

Peter Drucker, always in the running for the Alvin Toffler Award for Management 
Theory, reprints his 1990 article "The Emerging Theory of Manufacturing’. This is a 
useful encapsulation of the general trend advocating a move away from formal 
organisational structure; “Today’s factory is a battleship. The plant of 1999 will be a 
flotilla ...’. Another perennial, nay legendary, figure represented is Joseph Duran. In a 
refreshingly self-effacing start to ‘Made in the USA: A Renaissance in Quality’, Juran 
debunks the idea that, along with W. Edwards Deming, be was responsible for the 
Japanese miracle, having preached the gospel of quality in 1954. After a couple of 
pages, however, we are told the tale of the 140 CEOs, the ‘industrial leadership’ of 
Japan, who learnt lesson number two from Juran in 1954. Lesson one was about 
measuring and monitoring quality — straightforward stuff — lesson two was about 
building it in, from the design process onwards. This is actually a very useful piece, 
showing tbe importance of an increasing rate of quality improvement, noting that US 
` manufacturing quality has held steady or improved, but at a lower rate than that of the 
Japanese. 

Robert Hayes and Ramchandran Jaikumar's ‘Manufacturing Crisis: New 
Technologies, Obsolete Organisations’ ıs representative of most of the other articles in 
this book, pointing to the need for thorough root and branch reforms to embrace new 
technologies and working methods. The 20 contributions do, however, demonstrate an 
evolving variation in emphasis over the period covered. Business historians will find 
this book has a dual use. Firstly there is the information relating to corporate practice, 
in the USA and elsewhere, episodically — almost anecdotally — called in to support 
particular points. A constant ghostly image of the Harvard Business School case study 
haunts this volume. Secondly, and perhaps more importantly, the book may prove a 
useful primary source for studies of the historical development of management theory 
in the USA in the 1980s. Given the increasingly ephemeral nature of many TLAs it 
may well be that the time 1s already ripe for this history to be written. 


University of Wales, Aberystwyth RICHARD COOPEY 


ALFONSO GAMBARDELLA, Science and Innovation: The US Pharmaceutical 
Industry during the 1980s (Cambridge: Cambridge University Press, 1995. Pp.xvi + 
195. ISBN 0 521 45118 3, £30). 


Thus is a book about the industry by a non-specialist in the industry and therefore it 
provides a different perspective on it. Gambardelia's purpose in this book 1s to extend 
to the US pharmaceutical industry the analysis he has already carried out (with Arora) 
on the changes in the process of industrial inpovation generally that have taken place 
in the 1980s. His starting point is that there has been a considerable development of 
scientific disciplines, a greater accumulation of scientific knowledge and significant 
advances ın the technology of research, particularly the use of computer simulation. 
The changes have suggested, Gambardella argues, that the relationship between 
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scientific research, innovation and productivity and profitability can be measured and 
predicted ın a way that was not possible before. If this is the case, there are important 
implications for strategy formation, competition and market structure. 

In the pharmaceutical industry these developments together have enabled 
researchers to dispense with many stages of empirical experimentation and they have 
paved the way for a more rational approach to the identification of new drugs to 
replace the ‘random screening’ and ‘molecular roulette’ which have, of necessity, 
dominated the industry’s research and development since the war. These arguments are 
explored and discussed in the first three chapters of the book, while Chapter 4 presents 
short case studies of eight US firms in the 1980s, intended to illustrate that the most 
successful players in the industry were those that invested most heavily in research and 
development and, at the same time, developed more open approaches and linkages 
with the wider scientific community. Chapters 5 and 6 develop and explore 
econometric models of pharmaceutical research and innovation and innovation and 
competition, using data from 14 US pharmaceutical corporations. These substantiate, 
the author argues, his contention that research and development productivity increased 
considerably in the 1980s compared with the late 1960s and the 1970s. Chapter 7 
explores the developments in biotechnology and the alliances and linkages between 
the generally smaller firms which populate that sector of the industry, most of them 
established relatively recently, and the large US corporations. 

There is, it has to be said, little that is new in the conclusions that emerge at the 
end of all this. Ballance, Pogany and Forstner (1992), not mentioned in Gambardella's 
references, came to much the same conclusions with a wider international survey of 
the industry but without the econometric modelling. Research and development in the 
pharmaceutical industry has become more expensive and, even though its productivity 
improved in the 1980s, the longer time taken for clinical tests and FDA approval 
weakened the impact of this improvement on sales. The biotechnology sector currently 
provides a greater division of labour and enhances competition; if the alliances 
become more permanent in the restructuring of the industry that has been and is still 
taking place, the industry may again become oligopolistic in structure. 

What is missing in the discussion is the international dimension. Sigmficant in the 
world industry as the US market 1s, any perspective on the industry can only be a 
partial one when global markets, players and policies are not included. 


Oxford Brookes University JUDY SLINN 


GEORGE D WINIUS and MARCUS PM. VINK, The Merchant-Warrior Pacified: 
The VOC (The Dutch East India Co.) and its Changing Political Economy in India 
(Delhi: Oxford India Paperbacks, Oxford University Press, 1994. Pp.viit + 201; illus.; 
maps. ISBN 0 19 563497 7, Rs. 150). 


This slim volume, amounting to only 150 pages of text, has its origins in three Henry 
Heras Memorial Lectures delivered by George Winius at the University of Leiden in 
1988. Nevertheless, the authors have much to say, providing readers with a reasonably 
comprehensive if at times broad-brush treatment of the rise and fall of the VOC's 
trading empire on the Indian subcontinent between 1600 and 1795. 

The first 80 years of the company are characterised by the authors as ‘The 
Monopolistic Phase’. During this period the VOC established a series of factories and 
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forts on the Coromandel coast, combining the use of force and the purchase of 
privileges from local rulers to oust the Portuguese. Control of trade east of the Straits 
of Malacca was leas easily achieved and from the mid-1630s onwards the VOC shifted 
its attention from the Far East to the subcontinent, especially to Ceylon where it sought 
to monopolise the cinnamon trade. A treaty was signed with the King of Kandy in 
1638, but it took another two decades to overcome Portuguese resistance and colonise 
the island. The Portuguese still posed a threat, however, as they retained forts and 
factories on the nearby Malaber coast. To secure Ceylon, therefore, and at the same 
time to gain a position of dominance in the high quality Malabari pepper trade, the 
VOC mounted a campaign to drive out their European rivals, finally succeeding early 
in 1663. 

Monopolisation, either through conquest or exclusive contracts, was thus a key 
strategic objective in the south. Further north ın Surat, the Ganges delta and elsewhere, 
the VOC was less successful, having to contend with stern competition from the 
English and relatively strong governance from the Mughals who, in granting trading 
treaties, played European companies off against each other. 

Having outlined the strategy that contributed to the company’s initial success, 
Winius and Vink then examine bow and why the once tightly organised VOC managed 
to lose its position of dominance by 1750. Exogenous factors, they suggest, were 
partially responsible, with a decline in the power of the Mughal empire, political 
alliances between the English and the Portuguese, and changes in the structure of trade 
enabling competitors to seize the Initiative. The growing importance of the European 
calico trade, in which the English East India Company possessed first mover 
advantage, proved particularly damaging. At the same time the authors maintain that 
the strategy and structures employed by the VOC were less than ideal. Operational 
constraints imposed by Batavia reduced trading flexibility while the inability to 
contain governance costs at a ime when monopolies were being eroded saw losses 
begin to mount up. With military and other expenditures failing to generate additional 
revenues attempts were made to economise, even though the failure of the VOC to 
support trade by force of arms allowed their more aggressive English rivals to make 
further inroads. 

After 1750 revenues deteriorated, The authors attribute part of this decline to the 
growing strength of the English vis-à-vis local rulers, although it is clear that the 
globalisation of European wars also cut into the VOC's trade. Most of the time, it 
seems, the Dutch were either on the wrong side or were penalised for remaining 
neutral, leading to factones and trade being ceded to the English. The French Wars 
proved to be the VOC's ultimate undoing, with remaining operations ceasing in 1795. 

Winius and Vink write in a lively fashion and reveal, once again, that trade in the 
seventeenth and eighteenth centuries was indeed ‘a kind of war’. What is particularly 
illuminating in view of the current debate concerning the supposed ‘efficiency’ of 
early trading companies 1s that they regard monopoly as being crucial to the success 
of the VOC. Also of interest 1s the fact that, although the VOC was well organised by 
contemporary standards, its servants were particularly opportunistic and only too 
willing to neglect the company’s interests when private deals with their English rivals 
could be arranged. Extensive use is made of archival material to support these 

ts. 

Yet although The Merchant-Warrior Pactfied is highly entertaining to read, it is 
possibly too complex to be used as an introduction to the subject. Certainly the authors 
might have provided the reader with a rather more informative introduction and a 
conclusion that drew some of the themes together. A pity also that maps were printed 
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on the endpapers with a seam running up the India coast! Nevertheless, it is a welcome 
addition to a growing body of scholarship on this subject. 


University of Auckland S.R H. JONES 


W.G HUFF, The Economic Growth of Singapore: Trade and Development in the 
Twentieth Century (Cambridge: Cambridge University Press, 1994. Pp.xxi + 472; 
maps. Hb ISBN 0 521 37037 X, £50). 


Given the pivotal regional position of Singapore, this study contributes greatly to the 
economic history of Southeast Asia during the ‘high noon’ of colonial rule. Engaging 
with a wide variety of development economists, Huff shows that development can 
occur without the predominance of manufacturing industry. Singapore grew to the 
1960s as a ‘staple port’, combining the ‘gift of geography’ with the 

skills of immigrants and a resolute commitment to free trade. But the book is 
simultaneously wider and narrower than the title implies. Huff effectively begins in 
1874, rather than 1900, and delves deeply into the economic history of Malaya, 
Sumatra/and Borneo. At the same time, the great bulk of the book stops in 1940. The 
Japanese occupation is a blank and the coverage of the final decades of British 
colomalism skimpy, although the chapter on 1965-90 is more substantial. 

Much of the book is taken up with charting the differential impact of staple 
exports, according to the staples themselves and the changing ways in which they were 

processed and marketed. The transition from labour-intensive tin mining to 
capital-intensive dredging reduced linkages, whereas the rise of rubber smallholders 
intensified them, given that European estates 'internalised' many operations connected 
with agriculture and repatriated their profits. Oll gave rise to few linkages beyond port 
facilities and ship repairs, as 1t was imported already refined and blended, and was 
merely distributed to Asian markets from Singapore. Even so, company strategies 
mattered, as Asiatic Petroleum carried out more operations in Singapore than Standard 
Oil of New York. 

Manufacturing developed to service staples, rather than to substitute for imports or 
conquer consumer markets abroad, resulting in the precocious salience of the 
engineering industry. High wage levels partly accounted for this, despite waves of 
immigration from Asia. The stapling success of Singapore drove up wages, and the 
relatively small number of women among immigrants raised manufacturing labour 
costs above those of competing Asian cities. The pegging of the Straits Dollar to 
Sterling was a further handicap, given the depreciation of East Asian currencies. 

Huff analyses in depth the crucial role of Chinese entrepreneurs in the colonial 
development of Singapore, but stresses that rapid growth from 1965 represented a 
break with the past. Singapore ceased to be primarily a staple. port to become a 
provider of manufactures and services. Responsible for this change were English- 
educated Chinese bureaucrats in alliance with transnational corporations. Singapore’s 
problem with ‘deepening’ its manufacturing processes may be linked to the cold 
shouldering of local entrepreneurs, a choice embedded in the complex politics of the 
Chinese community. 

One weakness in the book is a preoccupation with the Chinese to the virtual 
exclusion of other Asian communities. There are occasional references to Indian 
merchants, but Rajeswary Brown's pioneering work is not cited. Huff abruptly 
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presents the Arabs in the 1930s as agents of Japanese importers threatened by Chinese 
boycotts, without a whisper as to their pioneering role in Singapore’s early 
development from 1819. The Japanese appear as outsiders rather than as a resident 
group. The role of the ‘Boyanese’, merchants from Bawean island in Indonesia, is 
underplayed, and Christine Dobbin’s excellent article on this topic is not cited. The 
influential Bugis, Armenian and Oriental Jewish communities are simply ignored. 

Anotber problem is that Huff 1s surprisingly uncritical of the costs of certain 
colonial policies. Tbe harmful impact of shipping 'rings' is denied, although the 
workings of these cartels are clearly presented and their role in frustrating the growth 
of Asian shipping is noted. Similarly, he fails to consider the cost of persistent and 
wide-ranging government support for inefficient European planters. While more 
critical of official backing for European Agency Houses, Huff may still underestimate 
the negative influence of this policy. 

These are minor blemishes, however, in an intelligent and informative study, 
which uses the New Institutional Economics to great effect. The book is well 
produced, with numerous tables, graphs and maps, footnotes and a decent index, 
though the bibliography is unfortunately broken up into numerous sections. Huff has 
made little use of archival materials, but he has consulted a wide range of printed 
primary sources. This is a book which should be in any library with a serious interest 
in Southeast Asia and economic development. A paperback edition for students would 
be warmly welcomed. 


School of Oriental & African Studies, London W.G CLARENCE-SMITH 


RUTH DUDLEY EDWARDS, The Pursuit of Reason: The Economist, 1843-1993 
(Boston, MA: Harvard Business School Press, 1995. Pp.xix + 1,020; illus. ISBN 0 
87584 608 4, $49.95). 


Writing a history of the Economist is a formidable undertaking if, as in this book, the 
author sets out to provide an account of the ideas and intellectual traditions which have 
characterised the journal throughout 150 years. Analysing a century and a half of 
magisterial pronouncements on world politics and business is no easy task. Exposition 
of the history of the journal, as distinct from the ideas in the journal, 1s not easy, either. 
Like so many other publications based in London, the Economist lost nearly all its 
records 1n the Blitz, and there has been no attempt to keep systematic records since. 
The prevailing policy seems to be, when a filing cabinet is full up, make room for more 
files by throwing everything away. 

Ruth Dudley Edwards’ research involved searching through scores of bin liners of 
material destined for destruction. Among the documents she rescued was an invaluable 
memoir written in 1942 by a member of the backroom staff who joined the paper as 
an office boy in 1898. She also conducted hundreds of interviews, which enabled her 
to give vivid accounts of the personalities of the editors and major contributors during 
the last half-century, and some interesting insights into how the task of putting the 
paper together was organised. She has corrected some misunderstandings about the 
history of the paper, and has given due weight to some of the less famous editors who 
were nonetheless important influences on the Economist. The weaknesses as well as 
the strengths of the journal and its staff receive attention. 

Ruth Dudley Edwards has a lively style, and an eye for a good quotation. Her 
subject provides a rich haul of quotable material. Several of the editors, not just the 
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well-known ones like Walter Bagehot in the nineteenth century and Geoffrey Crowther 
in the twentieth, had a gift for lucid, literate, often witty exposition of difficult matters, 
and one of the enduring traditions of the Economist is a close attention to style as well 
as substance in the articles. 

Unfortunately, Ruth Dudley Edwards has been overwhelmed by these riches. This 
is a badly organised book. There is a broadly chronological framework, but within this 
no theme 1s followed for more than a few pages at a time, and she constantly leapfrogs 
from one period to another, as well as from one subject to another. Within the 20 pages 
of the chapter headed ‘St Loe Strachey’, for example, she begins by writing about this 
journalist and his contributions to the Economist, but then turns to a discussion of the 
debate on Home Rule for Ireland, then to an account of the last years and death of 
Gladstone, then goes on to quote examples of the coverage by the Economist of the 
deaths of its own editors and of monarchs, and ends with a quotation lasting a page and 
a half from an article written 1n 1992 which used Gladstone as the starting point for a 
criticism of the modern Labour Party. There are indeed far too many quotations, given 
at far too great a length. Reading this book is like reading a diary, where the entries are 
often very interesting 1n their own right, and there may be several themes running 
through the book as a whole, but each passage often has little to do with those on either 
side of it, The idiosyncratic index does not help the reader very much in finding a track 
through the profusion of disjointed information. Crying out for some of the ruthless 
sub-editing which 1s another of the Economist’s traditions, this would have been a 
much better book at half the length. 


University of Warwick CHRISTINE SHAW 


MARY B. ROSE (ed.), Family Business (Aldershot: Edward Elgar, 1995. Pp.xxvi + 699. 
ISBN 1 85898 049 6, £130). 


Family businesses have been critical in the early stages of industrialisation and in the 
early years of particular industries, but have they been a handicap at later stages of 
industry or firm growth? This volume, the thirteenth in the International Library of 
Critical Writings in Business History edited by Geoffrey Jones, reprints a wide 
sampling of the literature on the family firm, both historical and contemporary, in the 
West and in Asia. 

Mary Rose has organised her selection of 28 articles or excerpts under five 
headings, though frequently any one article is likely to span two or more of these five 
subtopics. Part 1 treats the economic and business historians’ debate over the family 
firm. On one side an essay by A.D. Chandler asserts his well-known view that the 
persistence of the family firm explains, at the organisational level, the decline of the 
British economy in the twentieth century. On the other, counter-arguments come from 
Peter Payne and Roy Church, with two contributions from the latter charting his 
increasing conviction of Chandler's misguidedness. Most of this first section 1s 
devoted to the British case, for which some of the evidence (for example, Channon 
cited by Payne, or the data assembled by the Bolton Committee in 1971) is 
quantitative In contrast, the essays by David Landes on France and Alexander 
Gerschenkron (whose work dates before the mid-1950s) on Russia are much more 
impressionistic. Particularly stimulating on the USA ls Peter Dobkin Hall’s analysis of 
the long-term techniques deployed by business dynasties to survive internal 
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weaknesses and external threats. 

Part 2, treating theory, concepts and culture, reprints two articles oo a transaction 
cost approach. Robert Pollak’s concise summary of that approach is worth 
disseminating widely because it offers analytical concepts to anyone reflecting on the 
family firm: the transaction cost approach views marriage as a ‘governance structure’, 
emphasises the role of ‘bargaining’ within families, and draws attention to the 
advantages and disadvantages of family organisation in terms of incentives and 
monitoring, and to the special roles of ‘altruism’ and ‘family loyalty’. It also 
recognises the disadvantages of family governance: conflict spillover, the toleration of 
inefficient personnel, inappropriate ability match, and inability to realise economies of 
scale. If activities are assigned to institutions in an efficient or cost-minimising 
fashion, the balance of these advantages and disadvantages plays a major role in 
determining which activities are carned out within families and which are performed 
by firms, nonprofit institutions, or the state (pp.233-4). 

Parts 3 (on training), 4 (on diversification), and 5 (on co-operative behaviour and 
groups) present over a dozen detailed case studies, all relating to the nineteenth and 
twentieth centuries. Just a few may be mentioned in the space of this review. Philip 
Scranton, who has pioneered work on the small flexible (invariably family) firm, has 
two essays included. Particularly rich in detail is his account of the training of a 
Philadelphia worsted manufacturer's son, based on the son's diary over tbe years 
1898-1904. Hidemasa Morikawa’s comparison of Mitsui and Mitsubishi in the Meiji 
and Taisho eras illuminates tbe zaibatsu diversifications before the mid-1920s. The 
last part, on groups, includes Nathaniel Leff’s economic interpretation of groupe in 
developing countnes as ‘an intrafirm mechanism for dealing with deficiencies ın the 
markets for primary factors, risk, and intermediate products in the developing 
countries! (p.503); J.W. Cushman on Chinese business in early twentieth-century 
Penang; Johannes Hirschmeier on ‘groupism’ in Japan; and Hanna Papanek on big 
businessmen in Pakistan since 1947. 

Given that all families are shaped by national cultures, as the editor recognises in 
her very useful introduction, a singular omission from this collection is any reference 
to, or sampling of, Geert Hofstede's influential work on national culture, especially his 
recent revision of Culture’s Consequences (1980), Cultures and Organisations: 
Intercultural Cooperation and Its Importance for Survival (1991). Despite this gap, the 
collection is an excellent introduction to the issues and literature on the history of tbe 
family firm 


Manchester Metropolitan University DAVID J JEREMY 


CHRISTOPHER SCHMITZ (ed.), Big Business in Mining and Petroleum (Aldershot. 
Edward Elgar, 1995. Pp.xxi + 686. ISBN 1 85898 048 8, £130). 


This tenth volume in the Edward Elgar series on Critical Writings in Business History 
consists almost entirely of recycled material. An editor's introduction of 11 pages is 
followed by 29 articles and chapters reprinted from various journals and books. These 
take up 682 pages, or more than 98 per cent of this volume. The standard of the 
indlvidual chapters is inevitably variable, but generally hugh. However, that is not at 
issue, for they have all been published elsewhere, the oldest in 1923. The question is: 
why reprint them in this book? The only good reason that comes to mind is to create 
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a whole that is worth more than the sum óf the-parts, by bringing thematic'focus and 
structure to an otberwise scattered set of work. 

A superficial impression of themes and structure is created by grouping the 
chapters into four sections on the contents page. The first section of three chapters 18 
taken up with general perspectives and overviews, including an excellent piece by 
Raymond Mikesell on relations between foreign direct investors and host nations. The 
second section of just two chapters goes back to the eighteenth century with case 
studies of the early development of cartels and large firms in mining. The third and 
much longer section contains 13 assorted chapters on large mining and petroleum 
firms in the nineteenth and twentieth centuries, while the fourth section of 11 chapters 
is primarily concerned with relations between multinationals and host nations. 

The contents page and the editor's introduction soon turn out, however, to be little 
more than superficial packaging which gives the appearance, but not much substance, 
of structure and focus. Under their thin veneer lies a heterogeneous collection that 
amounts to little more than a juxtaposition of objets trouvés, cluttered and overlapping 
in some parts, sparse in others, Industries with such different structures as coal, various 
metals (for example, copper, gold, aluminium, tin, lead and zinc), diamonds and 
petroleum are covered, though there is nothing on natural gas. The case studies of 
firms range without much explanation from the highly integrated Standard Oil of New 
Jersey in oil (Chapter 13) to the loosely confederate Collins House Group of mining 
and metallurgical companies in Australia (Chapter 8). There are three chapters on 
Japan, but nothing of substance on the oil-producing countries of the Middle East, 
whose actions in OPEC have had such a profound effect on world petroleum and the 
global economy. 

The most curious thing about the book, though, is that it takes so little notice of 
recent business experience. Schmitz argues that mining and petroleum share certain 
characteristics that distinguish them from other industries. He does not mention that in 
the 1970s the oil majors rushed to diversify into minerals on a huge scale in the belief 
that their capabilities in oil could be applied successfully to minerals. They soon found 
that oil and minerals did not go together so easily and since the 1980s they have 
generally pulled out of minerals to focus on their core oil businesses. In short, the 
combination of oil and minerals has been tried and rejected. The failure to take account 
of that makes this book seem badly out of touch with business. Although the use of so 
many reprints is highly labour-saving, the productivity of publishing this sort of book 
is low enough to be not worth doing. 


The British Petroleum Company JAMES BAMBERG 


ANGUS MADDISON, Explaining the Economic Performance of Nations. Essays in 
Time and Space (Aldershot: Edward Elgar, 1995. Pp.x + 482. ISBN 1 85278 600 0, 
£59.95). . 


This collection of Angus Maddison's most important papers on the comparative, 
historical and quantitative aspects of economic growth appears in the series 
‘Economists of the Twentieth Century’, edited by Mark Perlman and Mark Blaug. The 
book 18 divided into six sections, spanning the full range of Maddison's research. 
Part IH covers what many economic historians will see as Maddison's major 
contribution, the measurement of comparative levels of GDP per capita 1n developed 
and developing countries over as long a time span as historical data permits. His 
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figures for the 16 advanced industrialised countries since 1870 have become the 
famous ‘Maddison data set’, which has provided the raw material for much work on 
the ‘convergence’ thesis. Some of the estimates included in Chapter 7 go back to 1700 
and will inevitably be regarded by some as more speculative. Nevertheless, it is 
difficult to overstate the importance of Maddison’s work in this area in shaping our 
understanding of the modern world. In addition to estimates of comparative labour 
productivity at the whole economy level, two joint papers with Harry van Oostroom 
and Bart van Ark offer international comparisons of labour productivity in agriculture 
and manufacturing, respectively, although here the estimates are confined to 1975. 
This ‘industry-of-origin’ approach to comparative labour productivity builds on the 
work of pioneers such as Rostas and Paige and Bombach. One of the great virtues of 
all this work is Maddison’s openness in documenting precisely where his estimates 
come from, so that the implications of key assumptions can be gauged. Such 
transparency 18 all too rare these days. 

Part I on investment, capital stock and saving also breaks new ground in 
measurement, providing a rich internationally comparable data set for the major 
industrialised countries since the late nineteenth century. Economic historians will find 
the data on standardised estimates of fixed capital stock in six countnes particularly 
valuable as an alternative to set alongside official estimates based on asset lives that 
vary enormously between countries with very little real justification. 

The essays in Part I offer an analytical framework for explaining variations in 
growth performance, based on the distinction between proximate and ultimate growth 
causality. Maddison's widely cited 1987 piece on growth accounting in the Journal of 
Economic Literature is an excellent example of the former, while the other three 
papers in this section are concerned with the ultimate causes of growth. In the short 
introduction to this section, Maddison fustifiably claims that new growth theorists 
have tended to understate the contribution of growth accountants and others already 
working in the field. However, his position might attract more sympathy if he did not 
insist on doing the same thing back to new growth theorists! 

Part IV looks at the roots of economic backwardness in India, Mexico and 
Indonesia, illustrating Maddison's view that we need to supplement studies of the 
advanced industrialised countries with studies of poor countries because the former are 
all too simular to each other. Part V examines the role of government policy in the 
performance of the advanced capitalist economies, while Part VI consists of the 
autobiographical ‘Confessions of a Chiffrephile'. I found the latter an absolutely 
gnpping read, capturing perfectly Angus' larger than life character. 

In short, this is a highly useful volume, bringing together many of the papers that 
any serious student of growth will need to consult on a regular basis. 


University of Warwick STEPHEN BROADBERRY 


DANIEL MILLER (ed.), Acknowledging Consumption: A Review of New Studies 
(London and New York: Routledge, 1995. Pp.vii + 341. Hb ISBN 0 415 10688 5, £50; 
pb ISBN 0 415 106893, £16.99). 


The study of consumption could scarcely be more fashionable. Indeed, Daniel Miller 
argues 1n the introduction to this collection that consumption ‘is not merely one more 
topic to be added to various subdisciplines or bandwagons of academic concern. 
Rather it 18 a remarkably delayed acknowledgement of social and economic 
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transformations at a global level that had previously suffered from extraordinary 
academic neglect’. Consumption, he believes, ‘has become the vanguard of history’ 
(p.1). 

Acknowledging Consumption provides, it is claimed, ‘the first substantive 
textbook on consumption studies’. David Miller’s long and ambitious introduction is 
followed by chapters on consumption studies in a wide range of disciplines: 
anthropology (by Miller himself), consumer behaviour (Russell Belk), economics 
(Ben Fine), geography (Peter Jackson and Nigel Thrift), history (Paul Glennie), media 
studies (David Morley), psychology (Peter Lunt) and sociology (Colin Campbell). 
Each of these eight chapters follows the same broad format: a review of the literature 
on consumption, followed by an assessment of its impact upon the discipline as a 
whole, a set of case studies to illustrate recent developments, and a detailed 
bibliography. This interdisciplinary project will prove invaluable, its publishers 
believe, ‘for students of consumption, students of the many disciplines covered ın this 
book, and professionals concerned with consumer policy’. 

What then will business historians make of this new collection? Will they too find 
it invaluable? They will find it useful no doubt, but not perhaps in the way, or to the 
extent, that the editor and his contributors would wish. 

Whether or not they are familiar with the disciplines represented in the collection, 
readers will find that the contributions provide full — and often stimulating — 
discussions of the ways in which the individual subjects have developed their 
approaches towards consumption. Russell Belk shows, for example, that when 
marketing experts first studied consumers they did so ‘as fishermen study fish... 
consumer needs were seen as innate rather than socially constructed or marketer 
influenced, and marketers sought to "hook" consumers by offering a product or service 
that met these needs better than competitors’ offerings’ (p.59). David Morley explains 
bow the study of consumption in media studies has oscillated around two poles: the 
one stressing the power of the media and treating audiences as relatively passive and 
powerless; the other emphasising media consumption as a process in which audiences 
are active, engaged and discriminating. Ben Fine mounts a spirited attack upon the 
economists’ neoclassical analysis of consumption: consumption, he argues, 1s reduced 
to the theory of demand and continues to assume the existence of rational economic 
man: ‘economic theory often proceeds on the basis of one or other of two extremes — 
either that all individuals can be treated as if they all have the same preferences which 
can then be subsumed under a single representative consumer, or that each and every 
individual is uniquely different with no commonality in underlying preferences’ 
(p.129). 

However, the volume as a whole 1s less successful perhaps than it might be. Daniel 
Miller's introduction 1s forceful, wide-ranging and challenging — indeed be himself 
describes it as a polemic. He suggests, for instance, that the International Monetary 
Fund and political parties of both left and right are becoming the agents, not of 
international capitalism, but of international shopping. He points out that not all 
consumers enjoy real and equal choice, and goes on to argue more generally that 
consumption should be associated not with choice, but with lack of choice. He 
concludes that consumer research must move beyond existing clichs about 
consumers and consumer societies: the goal, he believes, ‘is to achieve the knowledge, 
the consciousness and the confidence required to attack and remove from the world the 
curse of economistic certitudes' (p.54). 

These, of course, are most complex issues and arguments, and it may be that this 
long and sophisticated introduction will deter, rather than encourage, readers of what, 
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after all, is intended to be a textbook. Indeed, some of the contributions which follow 
may also prove rather daunting to the non-specialist. For while Russell Belk’s survey 
of research into the new consumer behaviour is clear and straightforward, Ben Fine’s 
survey of work in economic and political economy is considerably more demanding. 
Some contributions, on the other hand, may prove a touch disappointing to those with 
specialist knowledge of particular disciplines, for the contributors (with the notable 
exceptions of the editor and Ben Fine) seem less assured when suggesting the lines that 
future research might take than they are when criticising the work that has gone before. 
It seems likely, therefore, that business historians, along with other scholars, will 
turn to this collection for the individual studies it contains rather than for the 
contribution it makes to furthering the interdisciplinary study of consumption. 


University of Wolverhampton JOHN BENSON 


DOMINIQUE BARJOT (ed.), international Cartels Revisited: Vues nouvelles sur les 
cartels internationaux (1880—1980) (Caen: Editions — Diffusion du Lys, 1994. Pp.384. 
ISBN 2 90856] 09 3, 180 F). 


This volume consists of the proceedings of a preliminary conference for a C session 
of the 1994 International Economic History Conference in Milan. It contains 20 essays 
on the history of international cartels, mostly before 1945, as well as a substantial 
introduction by the editor. The introduction is in both English and French. Otherwise 
the essays are in either English (11) or French (9), but with a synopsis in both 
languages. There 1s a brief conclusion by François Crouzet, again in both languages. 

The subject of international cartels is a genuinely neglected one which has again 
become topical with the growth of strategic alliances in international business. The 
book assembles a first-rate team of European and Japanese business historians to 
examine the cartelisation of specific industries and related issues. While the material 
on some industries such as chemicals and steel is occasionally familiar, an imaginative 
attempt has been made to include less familiar topics, such as naval construction and 
civil engineering. Four essays are devoted to Japan's relationship with the inter-war 
cartels in dyestuffs, chemicals, petroleum and electrical machinery, while three more 
consider the political context of the cartel agreements. A final two essays consider the 
impact of cartelisation on technological progress. A high percentage of the essays are 
based on new research in corporate and other archives, and represent well-written 
historical case studies. 

Although the volume is interesting, its importance is diminished by the lack of 
strong editorial guidance. Barjot uses the introduction to show (rightly) that there is a 
confusing variety of definitions of cartels, and that the existence of international 
cartels poses interesting questions. But definitional problems and the agenda of 
Interesting research issues needed to be agreed before any of the contributors began 
writing, and perhaps researching. As it is, the authors of individual essays employ their 
own definitions, and mostly eschew asking the key conceptual questions. The book is 
rather burdened by the paraphernalia of hierarchy and formality which besets 
international economic history conferences, including two ‘invited experts’, Alice 
Teichova and Henri Morsel, whose comments are reported verbatim and out of 
context. Teichova appears in print making the absurdly obvious comment that years of 
research in Czech archives had convinced her that cartels ‘are based on agreements 
made in secrecy between producers, for a certain period, with certain conditions, 
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concerning the division of markets’ (p.64). However, in her later reported comments, 
Teichova 1s permitted to raise a major issue — the relationship between foreign direct 
investment, cartels and licensing. Unfortunately, there is no consistent discussion of 
the issue 1n the essays. 

Frangois Crouzet draws the short straw in having to reach conclusions from this 
collection. In the circumstances, his three main conclusions are not surprising. These 
are that the formation of international cartels peaked in the inter-war years, that they 
were more prevalent in some industries than in others, and that they did not have 
entirely negative consequences. Only a more rigorous conceptual approach could have 
delivered more exciting conclusions from the rich empirical data presented bere. 
Crouzet knows that there are more interesting themes to explore — he ralses the 
question of the organisation of cartels and the reasons for differences in longevity 
between them — but these have to be left for another day. 

This book contains excellent empirical material, and researchers working on tbe 
history of international business should make sure that they consult a copy. However, 
the project needed a sharper conceptual focus for it to escape being a collection of 
interesting historical case studies. The attempt to present tbe papers in a bilingual 
format 1s welcome, but it has to be said that a knowledge of French will be helpful to 
understand some of the English text. One section of the book is entitled “The 
Internalistic Approach: Do Cartels Constitute a Feature Specific to Basic Sectors?’ 
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JORDAN GOODMAN, PAUL E LOVEJOY and ANDREW SHERRAT (eds.), 
Consuming Habits: Drugs in History and Anthropology (London: Routledge, 1995. 
Pp.xii+ 244. ISBN 0 415 09039 3, £35). 


Consumers of recreational drugs have known for a long time that their supposedly 
deviant behaviour is simular to that of users of coffee, tea, alcohol and tobacco. 
Western societies have acknowledged and legitimised the use of certain drugs but have 
sought to ban the consumption of other substances that are widely and 
uncontroversially used in other cultures. The editors of this wide-ranging and 
informative collection develop this observation to argue that the study of drugs in 
history and anthropology has been clouded by pharmacological, psychological and 
political agendas which too quickly seek to classify what is licit and illicit, and what 
is use and abuse, Consequently, the category ‘drug’ is challenged and even rejected. 
Instead, the term ‘psychoactive substances’ is preferred as a means by which to 
capture the whole spectrum of mind-altering devices that have been employed by 
almost all societies for thousands of years. 

Ten essays, ranging temporally from 4000 BC to the present day, and 
geographically from South America to Papua New Guinea, attempt to respond to the 
agenda laid down in Sherrat's introduction and opening chapter on alcohol. Influenced 
by such figures as Barthes, Douglas, Levi-Strauss and Bourdieu, Sherrat stresses the 
importance of using goods to demonstrate social relationships in particular ritual 
settings and argues that psychoactive substances have frequently been used as 
rhetorical devices to make clear, and often transform, existing cultural and social 
structures. By understanding drugs in their proper social context one can recognise the 
importance of exploring alternative states of consciousness and why some goods come 
to be widely consumed whilst others are not so easily appropriated by outside cultures. 
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Anthropological essays on coca and the Barasana of north-west Amazonia, the 
betelnut in Papua New Guinea, the kola nut in central Sudan and tobacco in 'pre- 
history’ show how these substances structured social order and verbal interaction. 
Further, they demonstrate the futility of attempting to separate the psychoactive 
properties of drugs from their social and cultural context if one desires a more 
complete understanding of why drugs are so commonly used. 

Goodman draws from his analysis in Tobacco in History to open the second part 
of the collection with a short but stimulating essay on the spread of coffee, tea, tobacco 
and chocolate in Enlightenment Europe. It represents a useful case study of the 
processes of consumer society as he shows that colonial development and existing 
efficient trading systems secured the supplies of these new goods whilst a demand was 
sustained both by the incorporation of these ‘soft drugs’ into an existing medical 
discourse and through their transference from the public sphere of the tavern and 
coffee-house into the domestic and private environment of the home. Goodman does 
not touch on all the agents of eighteenth-century consumerism, but his piece is 
adequately complemented by Woodruff Smith’s study of coffee, tea, sugar and the 
emerging rituals of respectability, and Jacob Price’s examination of the role of the 
state, taxation and tobacco consumption. Two final studies on Japan’s involvement in 
the opium trade and cocaine use in the United States remind us that the history of 
illegal products 1s just as important as the history of legal goods when explaining 
twentieth-century consumer culture. 

The editors have set themselves a wide agenda and it is clear that they see the 
collection not as a final statement on the use of psychoactive substances but as an 
example for further research. Not all the essays seem to share the same objectives as 
the editors, but the quality of Goodman’s and Sherrat’s contributions tend to dominate 
the overall conceptual framework of the book. As acknowledged, there are many 
further areas to be explored, although the anthropological and historical backgrounds 
of the contributors suggest that a useful study of drugs and their users in twentieth- 
century Western societies would have been possible without recourse to the usual 
conceptual tools of deviance and the underground so prevalent in the existing 
literature. The book is a highly readable and important contribution to the history of 
consumption and an important reminder of the central role which psychoactive 
substances play in culture and society. Because of this, one readily supports Goodman 
and Lovejoy's afterword, where 1t 1s argued that contemporary debates on drugs have 
been obscured by the distorting agendas, interests and prejudices of the 'drugphobic' 
West. 


Lancaster University MATTHEW HILTON 


Books Received 


HENK FOLMER, H. LANDIS GABHL and HANS OPSCHOOR, Principles of 
Environmental and Resource Economics: A Guide for Students and Decision Makers 
(Cheltenham: Edward Elgar, 1995. Pp.xvi + 484. ISBN 1 85898 224 3, £49.95). 


KLAUS W. DEININGRR, Technical Change, Human Capital and Spillovers in United 
States Agriculture, 1949-1985 (New York: Garland Publishing, 1995. Pp.xiv + 158. 
ISBN 0 8153 2139 2, $42). 


SIMON CLARKE, PETER FAIRBROTHER and VADIM BORISOV, The Workers’ 
Movement in Russia (Cheltenham: Edward Elgar, 1995. Pp.431. ISBN 1 85898 063 1, 
£49.95). 


SUSAN L. WOODWARD, Socialist Unemployment: The Political Economy of 
Yugoslavia, 1945-1990 (Princeton: Princeton University Press, 1995. Pp.xvi + 443. 
ISBN 0 691 02551 7, £14.95). 


FRANK PROCHASKA, Royal Bounty: The Making of a Welfare Monarchy (New 
Haven: Yale University Press, 1995. Pp.xiii + 330. ISBN 0 300 06453 5, £19.95). 


ROY C. NELSON, Industrialization and Political Affinity: Industrial Policy in Brazil 
(London: Routledge, 1995. Pp.viii + 144. ISBN 0 415 12528 6, £40). 


JAMES GOLDSMITH, The Response (London: Macmillan, 1995. Pp.203. ISBN 0 333 
66512 0, £5.99). 


PHILIP NORD, The Republican Moment: Struggles for Democracy in Nineteenth 
Century France (Cambridge, MA: Harvard University Press, 1995. Pp.319. ISBN 0 
674 76271 1, £31.50). 


BRIC SCHALING, Institutions and Monetary Policy: Credibility, Flexibility and 
Central Bank Independence (Cheltenham: Edward Elgar, 1995. Pp.ix + 252. ISBN 1 
85898 162 X, £49.95). 


PIERRE L. SIKLOS (ed.), Great Inflations of the Twentieth Century (Cheltenham: 
Edward Elgar, 1995. Pp.xiv + 308. ISBN 1 85898 232 4, £49.95). 


RANDALL HINSHAW (ed), The World Economy im Transition: What Leading 
Economists Think (Cheltenham: Edward Elgar, 1995. Pp.x1 + 186. ISBN 1 85898 343 
6, £39.95). 








The Economic History 
Review 


A Journal of Economic and Social History 


Edited by Professor Forrest Capie and Professor 
John Hatcher 


Publishing reviews of books, perlodicals and information 
technology, The Economic History Review will keep anyone 
interested in economic and social history abreast of current 
developments In the subject. It aims at broad coverage of themes 
of economic and social change, including intellectual, political and 
cultural implications of these changes. Each Issue also contains an 
essay under the heading Surveys and Speculations which discusses 
a particular problem in economic and social history in an 


ORDER FORM THE ECONOMIC HISTORY REVIEW 
Subsrription Rates, Volume 49, 1996 ISSN 0013-0117 
Insitietionol Rates, £64.00 (UK-Esropa], $122.00 (M. America”), £76.00 (Rest of World) 

Peblished la: Febracry, Moy, Augest and November "nedum customers pioner wid 7% GST 
C Placa enter my sulscripion/samd ine a sample copy 

Cl | enclose a cheque/tsoney order parable to Blodorell Prbliskers 

C Planse charge my American Express/Diowrs Chely/Mestercard/ Visa occoent 


Cord Member eee ee Expiry Dake eee n 
Sete. Lodi rte s Eme es [olio Soda de zuo SER arat 
hdi uu oum RR ERAS AUR Ge BRR ee Rp eres ds 
Address. coo oss ba mox een bet ae a ete MC Ue ghe A d, Mao 
"ONT CEU Posode eee eese 
Porment raest accompany orders 


Please retra this form to: Jowrools Marketing, Blackwell Publishers, 108 Cowley Road, Oxford, 0X4 LF, UK 
Or to: Journals orkating, EHR, Blackwell Publishers, 238 Main Street, Corbridge, MA 02142, USA. 


AE 
EN An 
e 


7 e 








(CON 


‘he Journal of the International Committee for the History of Technology 
(COHTEC) 


zditor Graham Hollister-Short, London, UK 


con is the annual journal of ICOHTEC, the only international organization for the 
dstory of technology. In line with the aims of ICOHTEC, Icon will provide a forum for 
he discussion of relevant issues in the history of technology. Emphasis will be placed 
:articularly on international technological relationships, thereby fostering co-operation 
mongst scholars from all parts of the world. 

con will comprise mainly, but not exclusively, refereed papers based on research 
vresented at ICOHTEC symposia. Volume 1 will include papers from the meetings held 
a Zaragoza (1993) and Bath (1994). 

con will cover all aspects and periods in the history of technology but will devote 
pecial attention to the discussion of contemporary problems of technology in their 
ocio-economic and cultural settings. It is essential reading for scholars and researchers 
n the history of technology. 


Contents of Volume 1 

3eeing the Invisible: New Perceptions in the History of Technology, Carroll Pursell 

\ French Industrial Spy: The Engineer Le Turc in England ia the 1780s, John Harris . 
Ernest Feuerheerd & His Rotary Lobe Pump of 1919: ‘Some Invisible’ Problems — Both for 
ínventor and Historian, H S Torrens 

sociological and Economic Technology Research: A Guideline for the History of 
Technology? Hans-Liudger Dienel 

Whoever Heard of Nuclear-Powered Ramjets? Project Pluto at Livermore and the Nevada 
West Site, 1957—64, Barton C Hacker 

‘Designing Technology’ to meet Human Needs: Feminist Visions in Practice, Joan Rothschild 
The Magic of Fine Dining: Invisible Technology and the Hotel Kitchen, Molly W Berger 
‘Western Technology and Conflicts of Lifestyle: Footwear Manufacture in Japan, 
1870—1940, Tatsuya Kobayshi ` 
Xnvisible Technology, Invisible Numbers, Graham Hollister-Short 

History of Technology In Germany after 1945: Institutions, Methods, Fields of Interest, 
Wolfhard Weber 

te Engineering: Designing Unseen Technology Against Invisible Forces, James C 
Williams 

Conflict and Cohesion in the German Engineering Profession, 1850-1950, Kees Gispen 
Training in the Aluminium Industry in France from its Origins to 1955, Florence Hachez 


ISSN 1361-8113 Volume 1 1996 
One issue per year: Spring 1996 
Individuals £18/$25 Institutions £27/$40 





| Asia Pacific Business Review 


(formerly Journal of Far Eastern Business) 


Editor 
Robert Fitzgerald, Royal Holloway, University of London, UK 


The economic transformation of the Far East has re-shaped the global econom 
and Asla Pacific Business Review (formerly Journal of Far Eastern Business) | 
the first academic journal to concentrate on this increasingly important topk 
There is an obvious need to explain and Investigate the rise of Far Easter 
businesses and their international competitiveness, and the journal is Intended a 
a forum for researchers and commentators worldwide who can use English as 

common language. Future articles will cover the topics of entrepreneurshij 
networks, international investment, cultural Influences and economi 
development. 


Recent Articles 

Business Networks and Dyad Studies: Theory and Practice In Southoas 
Asla by T Roger Pyatt 

Japanese Production Strategies and Competitivo Success: Mazda's Quie 
Revolution by Alan Pilkington 

Rhetoric Versus Reality: The Privatisation of Telekom Malaysia 

by B E Partridge, Z Abd Samad and J R Walton 

Australia, APEC and the Politics of Regional Economic Integration 

by Mark Beeson 

Western Multinationals In Japan: Missed Opportunities and Loesons fron 
Inter-War Businoes History by Akira Kudo 

The Emergence of a Consumer Market In China by Robert Taylor 

China and ASEAN: Rivals for Forelgn Direct Investment by Tan Kong Yam 


ISSN 1360-2381 Volume 2 1995/1996 
Quarterly: Autumn, Winter, Spring, Summer 
Individuals £35/$55 Institutions £98/$145 


Lk o OP Lit to 





[he Service Industries Journal 


ditors Gary Akehurst, Southampton Institute Business School, UK, 
onald Goldsmith, Florida State University, USA 
arry Howcroft, Loughborough University Business School, UK 


ervice Industries are of vital Importance to both developed and developing 
conomles. The Service Industries Journal exists to Improve our knowledge of 
ervice industries, service businesses and the effective management of services. 
his multi-disciplinary journal was the first of its kind in the world, and has 
stablished a first class international reputation for the quality of its articles. 


service Industries include: retailing and distribution; financia! services, including 
anking and insurance; hotels and tourism; leisure, recreation and entertainment; 
ind professional and business services, including accountancy, marketing and 
IW. 


1ecent Articles 

‘lexibility, Skill and Technical Change In UK Retailing by Roger Penn 
4arket Imperfections and the Target-instrument Approach to Financial 
services Regulation by David T Liewellyn 

Attitudes and Work Motivation of Subgroups of Seasonal Hotel Workers by 
Jarren Lee-Ross 

esues of Product Standardisation in the Leisure Industry by Suzanne 
3ilpin and Stavros P Kalafatis 

the Internationalisation of Advertising Services by P W Daniels 

Are There Excellent Service Firms and Do They Perform Well? by Albert 
7aruana, Leyland F Pitt and Michael H Morris 

Special issue 

the Internationalisation of Retailing edited by Gary Akehurst and Nicholas 
4lexander 


ISSN 0264-2069 Volume 16 1996 
Quarterly: January, April, July, October 
individuals £45/$70 institutions £145/$195 





a PRANK CASS [BE 


CASS RETAILING SERIES 


Retail distribution is a major sector of the economy, employing around two mil- 
lion people in Britain. Since 1945 retailing has undergone considerable, 
indeed revolutionary, changes: the rise of large multiple companies, increasing 
store sizes and the adoption of new technologies such as laser scanning at 
checkouts. 


This series of books aims to: 


* interpret and make sense of the changing retailing scene, in terms of 
structure, marketing and employment 


* place in context the considerable retail changes since 1945 


* ad as a solid foundation for courses in retail studies at all levels, by 
providing a seledion of some of the class and most influential research 
artides published in recent years. 


Retail Employment 


Edited by Gary Akehurst and Edited by Gary Akehurst and 
Nicholas Alexander Nicholas Alexander 


200 pages 1996 200 pages 1996 
07 146 4175 8 paper £17 50/ $2500 07146 4651 2 paper £17.50 / $25 00 


Retail Structure 


Edited by Gary Akehurst and 
Nicholas Alexander 


200 poges 1996 
0 7146 4176 6 paper £17 50 / $25.00 


Frank Cass 


Newbury House, 900 Eastern Avenue, Newbury Park, Ilford, Essex 1|G2 7HH 
Tel: +44 (0)181 599 8866 Fax: +44 (0)181599 0984 
E-mail:sales@frankcass.com 


US Orders: c/o ISBS, 5804 NE Hassalo Street, Portland, OR 97213 3644 
Tel: (503) 287-3093 or (800) 944-6190 Fax (503) 280-8832 
E-mail: orders@isbs.com 

hitp://wvew.frankcass. com 





oa PRANK CASS bi 
THE INSTITUTIONAL 


APPROACH TO LABOUR AND 


DEVELOPMENT 


Edited by Gerry Rodgers, Klárá Fóti and Laurids 
Lauridsen 

While institutions are ubiquitous, their effects on labour are particularly 
obvious. Labour markets, labour relations and employment patterns 
respond to institutional forces, and thereby shape development paths 
and determine how different groups benefit from economic growth. 
The transformation of labour institutions in the circumstances of transi- 
tion from planned to a market economy is considered in the last three 
chapters. 

This volume is a collective effort, bringing together the work of econo- 
mists and sociologists in research programmes in a number of 
European institutions concerned with development, in Germany, the 
United Kingdom, Switzerland, Hungary and Denmark. 


The editors: Gerry Rodgers is Director, ILO Multidisciplinary Technical 
Team, Santiago de Chile; Klárá Fóti is at the Institute for World 
Economics, The Hungarian Academy of Sciences, Budapest; and Laurids 
Lauridsen is in the Department of Geography and International 
Development Studies, Roskilde University, Denmark. 


236 pages 1996 
0 7146 4242 8 paper £19.50/$27.50 


Frank Cass 


Newbury House, 900 Eastern Avenue, Newbury Park, Ilford, Essex 1G2 7HH 
Tel: +44 (0)181 599 8866 Fax: +44 (0)181599 0984 


E-mail:sales@frankcass.com 


US Orders: c/o ISBS, 5804 NE Hassalo Street, Portland, OR 97213 3644 
Tel: (503) 287-3093 or ( 944-6190 Fax: (503) 280-8832 
E-mail: orders@isbs.com 

http://www. frankcass.com 





TN 





SUBSCRIPTION ORDER FORM 


To place a subscription order for thia journal, please fill in the 
order form below (photocopying It if preferred) and retum It to 
us. 


Please enter my subscription to 

BUSINESS HISTORY 

Volume 38 1996 

Quarterly: January, April, July, October 
UK/OVERSEAS £40 (individuals) £125 (Institutions) 
USA $58 (Individuals) $185 (institutions) 
| enclose a cheque for £/US$ 

(US orders should be made payable to ISBS) 


Please charge my QO VISA 
Q MASTERCARD/ACCESS 
Q AMERICAN EXPRESS 


Card Number 
Expiry date 
Name 


Address 


Tel Fax 


UK/OVERSEAS ORDERS to: Frank Cass, Newbury House, 
890—900 Eastern Avenue, Newbury Park, Ilford, Essex 

IG2 7HH, UK. Tel: 0181 599 8866 Fax: 0181 599 0984 
E-mail: jnisubs@frankcass.com 

US ORDERS to: Frank Cass, c/o ISBS, 5804 

N E Hassalo Street, Portland, OR 97213-3644,USA. 

Tel: (503) 287-3093, (800) 944-6190 Fax: (503) 280 883 
E-mail: orders@isbs.com 














— E 
B FRANK CASS Mal 


ART, ENTERPRISE | 
^ .ANDETHICS ^'.| 


Essays on the Life and Works of William Morris | 
Edited by John Press and Charles Harvey | ye 


+ 


The life and work of William Morris-continue to excite the 
imaginations of fresh generations of scholars working in 
many traditions, frorn the history of art and design, to liter- 























ary criticism, ad the history of socialism and socialist: 
thought. l 


Contents: Morris and his Biographers — The Origins of the 
Morris Family Fortune — The Business Career of William Morris = 
William Morris and the Experience of Iceland - George Wardle's 
‘Memorials of William Morris’ — Morris & Company at the Boston : 
Foreign.Fair of 1883 — Morris, the lonides Family and 1 Holland | 
Park — William Morris and the Royal Commission on Technical 
Instruction — John Ruskin and the Ethical Foundations of Morris 
& Company - Morris and the Making of an Earthly Paradise. -f 
Postscript: The Work of the William Morris Society. es 


350 pages 1996 at » 
O 7146 4712 8 doth £35.00 / $4: "mh. z 
O 7146 4258 4 paper c.£16.00 / 19.50 od f : 










Frank Cass. , 
Newbury House, 900 Eastern Avenue, Newbury Park, Ilford; Essex | G2 TAH: 
Tel: +44 (0)181 599 8866 Fax: +44 (0)181599 0984 Ww 
: E-mail:sales@frankcass.com 


US Orders: c/o ISBS, 5804 NE Hassalo Street, Portland, OR 97213 3644 
Tel: (503) 287-3093 or (BOO) 944-6190 Fax: (503) Apa. 

E-mail: orders@isbs.com 

http://www. frankcass.com 


Printed in Great Britain by " 









Business 
History 


«Goa bg Pee ronal ro 


3 A eee 
eo nc b the rs msan par ud ius 
B8 abo ien B na n an ch VIE amen ades 


Forsns one qii 
ANTJE HAGEN 


dale Daa sae: dE radar s Detar 
Cope pea the pre. 
CATHRINE R. SCHENK 


a Bab Wafa Bmp Fe pea Peb LS 


lPEIRSCOLRTE 


Sats ed e san Ps and Patona cied ed ak 
eae Pai i 


SN. BROAD BERRY and NER. C RAEES 


PRANK CASS ¢@ [LONDON 








BUSINESS- 
HISTORY 


Volume 38 October 1996 Number 4 


^ 
x 
et 
: . 
t 
“ 
— cr 
‘ 
2 


FRANK CASS e LONDON ^ 


A 


BUSINESS HISTORY 


Editors: — Charles Harvey (Royal Holloway, University of London) 

Geoffrey Jones (University of Reading) 
Reviews Editor: Mary Rose (Lancaster University) . 
Assistant Editor: Jon Press (Bath College of Higher Education) 
Editorial Advisers: B.W.E. Alford (UK), Franco Amatori (Italy), Rolv Petter Amdam 
(Norway), D. Barjot (France), T.C. Barker (UK), Mark Casson (UK), Roy Church 
(UK), T.R. Gourvish (UK), William J. Hausman (US), Leslei Hannah (UK), William 
Laronick (US), David Merrett (Australia), Hans Pohl (Gérmany), A. Slaven (UK), 
Gabriel Tortella (Spain), Mira Wilkins (US), Shinichi Yonekawa (Japan), Tsunehiko 
Yui (Japan). 


EDITORIAL NOTICE 
All communications relating to articles to: 
Charles Harvey OR Geoffrey Jones 
School of Management Department of Economics 
Royal Holloway University of Reading 
University of London P.O. Box 218 
Egham Hill, Egham Whiteknights 
Surrey TW20 OEX Reading RG6 2AA 
UK UK 


Reviews to: Mary Rose, Department of Economics, Management School, 
Lancaster University, Lancaster LAI 4YX, UK 

Articles appearing in this journal are abstracted and indexed in Current Contents, 
Social Sciences Citation Index, Geo Abstracts, British Humanities Index, Inter- 
National Bibliography of Periodical Literature, America History and Life, 
Historical Abstracts, Sociological Abstracts and the online Economic Literature 
Index. 


Prospective contributors should consult the NOTES at the back of this journal 
before submitting articles. As current Journal style should be followed closely 
contributors are strongly advised to request a detailed style sheet from the 
Editors before typing their final drafts. The Editors cannot hold themselves 
responsible for the opinions of contributors nor for the loss of manuscripts. 


Subscriptions, advertisements and orders for back numbers should be sent 
to Journals Department, Frank Cass & Co. Ltd, 900 Eastern Avenue, 
London IG2 7HH 
© Frank Cass & Co Ltd. 1996 

All rights reserved. No part of thus publication may be reproduced, stored in a retrieval 
system, or transmitted in any form, or by any means, electronic, mechanical, photocopying, 
recording, or otherwise, without the prior permission of Frank Cass & Co. Lid. 
Annual Subscriptions: Institution £125.00 ($185.00) 

Individuals £40.00 ($58.00) 

Single Issue price information available from 


Frank Cass on request 
Back issues are available. Prices on request. 


Published quarterly in January, April, July and October 


FRANK. CASS AND COMPANY LIMITED 
900 Eastern Avenue, London IG2 7HH 

Tel (0181) 599 8866 Fax (0181) 599 0984 
E-mail: info Gfrankcass.com 


Au 


Contents 


ARTICLES 
Export versus Direct Investment in the German Optical 
Industry: Carl Zeiss, Jena and Glaswerk Schott & Gen. 
in the UK, from their Beginnings to 1933 ANTJE HAGEN 


Exchange Controls and Multinational Enterprise: 
The Sterling—Dollar Oil Controversy in 


the 1950s CATHERINE R. SCHENK 
The Worst of Both Worlds: British Regional Policy, 

1951-64 PETER SCOTT 
British Economic Policy and Industrial S.N. BROADBERRY 


Performance in the Early Post-War Period and N.ER. CRAFTS 
Book Reviews (see over) 
Books Received 


Index to Volume 38 


21 


41 


Books Reviewed 


UNITED KINGDOM 
RICHARD GRASSBY, The Business Community of 
Seventeenth-Century England D. Woodward 


DAVID R. GREEN, From Artisans to Paupers: Economic 
Change and Poverty in London, 1790-1870 Kenneth D. Brown 


PHILIP RIDEN and JOHN G. OWEN, British Blast Furnace 
Statistics, 1790-1980 Sidney Pollard 


PANIKOS PANAYI, German Immigrants in Britain during 
the Nineteenth Century, 1815-1914 Andrew Godley 


AKIRA SATOH and RALPH MORTON, Building in 
Bnitain: The Origins of a Modern Industry Stephen Jackson 


BILL LANCASTER, The Department Store: A 
Social History Michael Winstanley 


GORDON BOYCE, Information, Mediation and Institutional 
Development: The Rise of Large-Scale Enterprise in British 
Shipping, 1870—1919 John F. Wilson 


R.B. WEIR, The History of the Distillers Company, 
1887—1939: Diversification and Growth in Whisky 
and Chemicals Sally M. Horrocks 


EUROPE 
GEOFFREY CROSSICK and HEINZ-GERHARD HAUPT, 


93 


The Petite Bourgeoisie in Europe, 1780-1914 Katrina Honeyman 100 


YOUSSEF CASSIS, FRANCOIS CROUZET and TERRY GOURVISH 
(eds.), Management and Business in Britain and France: 


The age of the Corporate Economy B.W.E. Alford 101 


CHARLES H. FEINSTEIN (ed.), Banking, Currency and 
Finance in Europe Between the Wars Michael Collins 


CHRISTEL LANE, Industry and Society in Europe: Stability 
and Change in Britain, Germany and France Frances M.B. Lynch 


RICHARD FARNETTI, Le royaume désuni: L'économie 
britanniques et les multinationales Simon Ville 


WILFRIED FELDENKIRCHEN, FRAUKE SCHONERT-ROHLK and 
GÜNTHER SCHULZ (eds.), Wirtschaft, Gesellschaft, Unternehmen 


Festschrift für Hans Pohl zum 60 Geburtstag Theo Balderston 
NORTH AMERICA 

JOHN K. BROWN, The Baldwin Locomotive Works, 1831-1915: 

A Study in American Industrial Practice Geoffrey Tweedale 


ARDIS CAMERON, Radicals of the Worst Sort: Laboring 
Women in Lawrence, Massachusetts, 1860—1912 Michael French 


CAROLL PURSELL The Machine in America: A Social 
History of Technology Margaret Walsh 


ROBERT WHAPLES and DIANNE C. BETTS (eds.), 
Historical Perspectives on the American Economy: 


Selected Readings J.R. Killick 
STUART BRUCHEY (ed.), Entrepreneurship in Maine: 

Essays in Business Enterprise Michael Huberman 
GRAHAM D. TAYLOR and PETER A. BASKERVILLE, 

A Concise History of Business in Canada Richard A. Hawkins 
ASIA 


R.A. BROWN (ed.), Chinese Business Enterprise in Asia Malcolm Falkus 


MARTIN FRANSMAN, Japan's Computer and Communications 
Industry: The Evolution of Industrial Giants and Global : 
Competitiveness Martin Campbell-Kelly 


102 


103 


104 


105 


111 


112 


115 


NORIO TAMAKI, Japanese Banking: A History, 
1859-1959 Janet Hunter 


KENICHI MIYASHITA and DAVID RUSSELL, Keiretsu: 
Inside the Hidden Japanese Conglomerates John F. Wilson 


HANS JANSSON, M. SAQIB and D. DEO SHARMA, The State 
and Transnational Corporations: A Network Approach to 
Industrial Policy in India Robert Read 


GENERAL 


ANN BERMINGHAM and JOHN BREWER (eds.), 
The Consumption of Culture 1600-1800: Image, 
Object, Text John Benson 


GEOFFREY JONES, The Evolution of International Business: 
An Introduction Barry Supple 


MARK CASSON, Entrepreneurship and Business Culture: 
Studies in the Economics of Trust Paul L. Robertson 


CHARLES HARVEY and JON PRESS, Databases in Historical 
Research: Theory, Methods and Applications Roger Middleton 


MARK CASSON (ed.), Entrepreneurship T.A.B. Corley 


HAROLD C. LIVESAY, Entrepreneurship and the Growth 
of Firms T.A.B. Corley 


S.J. PRAIS, Productivity, Education and Training: An 
International Perspective Stephen Broadberry 


RICHARD N. LANGLOIS and PAUL L. ROBERTSON, 
Firms, Markets and Economic Change: A Dynamic Theory 
of Business Institutions C.H. Lee 


G.N. VON TUNZELMANN, Technology and Industrial Progress: 
The Foundations of Economic Growth N.ER. Crafts 


117 


118 


119 





J. SCHOR and J.I. YOU (eds.), Capital, the State and Labour: 
A Global Perspective Joseph Melling 


ATSUO TSUJI and PAUL GARNER (eds.), Studies in 
Accounting History: Tradition and Innovation for the 


_ Twenty-first Century Judith Wale 
ALAN BOOTH, British Economic Development 
Since 1945 John Singleton 


JACK J. VROMEN, Economic Evolution: An Enquiry into the 
Foundations of New Institutional Economics S.R.H. Jones 


130 


131 


132 


133 


ABSTRACTS 


Export versus Direct Investment in the German Optical Industry: Carl Zeiss, 
Jena and Glaswerk Schott & Gen. in the UK, from their Beginnings to 1933, by 
Antje Hagen 


This article analyses the British operations of two leading German companies within 
the hitherto neglected optical industry from their beginnings to 1933. Based on 
ownership advantages from technological superiority, both the instrument maker 
Carl Zeiss, Jena and the glassworks Schott & Gen. exported to the UK from the 
1890s. As their products differed, so did their export modes. While Schott exported 
directly or via agents, Zeiss’ sophisticated products called for more complex sales 
and marketing structures. Internalised distribution was accompanied by externalised 
foreign production, until in 1907 both locational factors and Zeiss’ desire for control 
changed its mode of investment: a branch factory was set up. World War One 
disrupted international business relations. Afterwards, trade barriers, a diminished 
ownership advantage and sluggish demand made Zeiss limit itself to re-establishing 
a sales outlet. Schott, with a new product, engaged in a joint venture with a British 
company for transport cost reasons. 


Exchange Controls and Multinational Enterprise: The Sterting—Dollar Oil 
Controversy in the 1950s, by Catherine R. Schenk 


This article describes the impact of exchange control policy on multinational oil 
companies in the 1950s. The analysis contributes to an understanding of the two- 
way relationship between MNCs and exchange control policy. While the initial 
purpose was to curtail the short-term dollar drain, the intention of the policy m the 
longer term was to overcome the continued payments imbalance between the United 
States and the United Kingdom by encouraging US firms to establish subsidiaries in 
the UK. In addition, the balance of payments and British-owned suppliers to the oil 
industry were helped by the agreements negotiated between the government and 
American companies which encouraged the latter to source their operations from 
within the sterling area. 


The Worst of Both Worlds: British Regional Policy, 1951-64, by Peter Scott 


Previous studies have explained ‘passive’ British regional policy during the 1950s 
largely in terms of contemporary perceptions that the ‘regional problem’ was 
essentially solved. This article demonstrates that the continuing threat of regional 
decline was appreciated by the Board of Trade. Arguments in favour of an active 
regional policy were rejected, however, largely due to the strength of neo-liberal 
opposition to regional intervention within the government. The evolution of regional 
policy during its ‘passive’ phase, from 1951 to 1958, is examined, together with the 
factors which eventually led to a reversal of policy in favour of a long-term, 





planned, regional development strategy. The article also examines available 
evidence regarding the costs and benefits of the various approaches to regional 
policy which were implemented during this period. 


British Economic Policy and Industrial Performance in the Early Post-War 
Period, by S.N. Broadberry and N.F-R. Crafts 


This paper explores the implications of the post-war settlement for British industrial 
productivity performance during the period 1945—60. We argue that the exigencies 
of the situation at the end of the war precluded supply-side reforms which might 
have promoted faster growth. At the same time, however, the informal 'social 
contract' which emerged was conducive to low unemployment without inflation. 
Building upon our earlier findings for the 1930s, we show that the weakness of 
competition policy inhibited British catching-up on American productivity levels, 
while long-standing aspects of the British systems of human capital accumulation 
and industrial relations became more costly as industry adopted more American- 
style production. methods. We support our conclusions with both econometric 
analysis and case studies. 


Export versus Direct Investment in the 
German Optical Industry: Carl Zeiss, Jena 
and Glaswerk Schott & Gen. in the UK, 
from their Beginnings to 1933 


ANTJE HAGEN 
University of Jena 


The final quarter of the nineteenth century witnessed the growth of various 
science-based industries.' They developed most vigorously in the newly 
industrialising countries such as Germany and the US. The companies that 
came to dominate these sectors were large, integrated business enterprises 
as described by Alfred Chandler, which soon took up international 
operations, too. The British economy to a considerable extent failed to 
develop these sectors of industry and this type of business company, which 
is why subsidiaries of foreign firms! came to dominate the new science- 
based sectors of industry in the UK. 

One sector which became particularly well developed in Germany but 
has largely been neglected by business historians to this date is the optical 
industry.’ The initial wealth of small companies in the field soon gave way 
to oligopolistic structures. As the range of possible products widened, 
specialisation set in. At the outbreak of the First World War, there was one 
dominant company in every branch of the industry.‘ One company, however, 
had stakes in all the various branches: Carl Zeiss, Jena. Zeiss’ strength 
derived from its close relationship with scientists at the local university and 
with the leading manufacturer of optical glass in Germany, Glaswerk Schott 
& Gen., which Zeiss had helped to develop, and with which Zeiss was 
financially and managerially intertwined. Zeiss was not incorporated as a 
limited company, but took the form of a foundation.’ Due to this peculiar 
Structure, Carl Zeiss has so far been widely overlooked by business 
historians both within the German context and the framework of 
international operations of firms. 

Chandler's list of the 200 largest German business enterprises omits Carl 
Zeiss in 1913 and only mentions one part of the Zeiss conglomerate, Zeiss 
Ikon AG, in 1930, despite the fact that the company's total assets 
(Chandler's chosen criterion for inclusion) place it right in the middle of the 
list for 1913, and in its upper third for 1930.* 
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Even though Cari Zeiss engaged in various international operations prior 
to World War One, studies on German foreign direct investment such as 
Hertner, Jones and Schróter do not mention the company at all. While 
Schröter takes a very long-term view and draws highly aggregate 
conclusions, Hertner analyses individual companies from different branches 
of industry and suggests that, due to the peculiar characteristics of each 
sector, different branches of industry followed different behavioural 
patterns in their internationalisation process. As he omits the optical 
industry, however, the question of where and how this branch fits into the 
picture remains unanswered. Jones takes an international approach and 
delineates the determinants and reasons of foreign direct investment from 
various home countries to the UK as well as its effects on the host country. 
Again, no mention is made of the optical industry. Jones and Bostock’s 1994 
article in Business History is the first study which contains some 
information on the British activities of Carl Zeiss. Due to the wide scope of 
the study, however, the information is of a rather general nature.’ 

A finding common to all studies listed was that there was a bias towards 
the science-based industries in outward German FDL Consequently, in- 
depth studies of the international operations of German electrical’ and 
chemical’ companies were undertaken. A comparable study of the German 
optical industry as another, if admittedly smaller, sector of the ‘new 
industries’ is still missing. 

Apart from Jones’ 1988 article and Jones and Bostock’s of 1994, none of 
the existing studies concentrates on FDI in the United Kingdom. Both Hertner 
and Schrüter treat Britain as one out of a number of target markets of outward 
German FDL Jones considers all inward investment to the UK, of which 
German FDI again only constitutes one part. The peculiarities of Britain as a 
target market for German FDI thus do not receive exclusive focus. 

Much of the existing literature on MNEs is biased towards production 
decisions. The studies mentioned exclusively consider MNEs which had 
production facilities abroad. However, in devising a business strategy, 
managers are faced with the more complex choices of exporting, licensing, 
manufacturing abroad and engaging in a joint venture. The distinction made 
between companies which set up production facilities abroad and those 
which did not is an arbitrary one. It selects two out of a wider range of 
options and treats them as a dichotomy. 

This article holds that the internationalisation of firms is a continuum 
rather than a dichotomy. Alternative forms of international engagement are 
the response to particular constellations of ownership, locational and 
internalisation factors, as set out by Dunning.” On the one hand, investment 
decisions differ according to the type of product to be marketed. On the 
other hand, OLI constellations change over time. Consequently, it is not 
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sufficient, as has been done in the past, to regard only the initial FDI of 
companies. This static approach needs to be replaced by a dynamic one, 
which analyses the investment decisions of companies over time and 
explains changes in management strategies against the background of 
changing OLI factors. This article analyses and compares the business 
activities of the optical works of Carl Zeiss, Jena and Glaswerk Schott & 
Gen. in the United Kingdom from their beginnings to 1933. By providing 
an in-depth study of the leading German optical instruments maker's 
foreign direct investment decisions, it sets out a framework for the inclusion 
of the optical industry into the literature on the history of MNEs. The 
additional analysis of the glassworks' activities in the UK allows for a 
comparison between the two companies along product lines. This yields 
insights into the fact that, depending on the product to be marketed, 
comparable ownership advantages can still lead to different modes of 
investment. Ás the article regards a time span of almost 60 years, it 
considers the dynamics of the internationalisation process. Investment 
decisions are judged against changing OLI patterns. The analysis of the 
prevailing locational factors takes the peculiarities of the British market into 
account and traces the companies’ reactions to changes in the L- 
constellation. While reference will be made to other international activities 
of the two companies, the main attention of the article is directed towards 
their engagement in the British market. 

Prior to the First World War, Britain and its Empire were very lucrative 
markets for both companies. They were well developed, high-income 
markets, and there was little indigenous competition in the field of optics. 
The United Kingdom was the Glaswerk's biggest single export market, 
while Zeiss' operations in Britain were only topped by those in Russia. 
From the British point of view, the twin companies were important 
suppliers: 60 per cent of optical glass worked in Britain in 1913 came from 
Jena." Zeiss' exports to the UK accounted for 21.4 per cent of the German 
optical industry's total in that same year." The First World War severely 
disrupted Zeiss and Schott's business relations with Britain. Both 
companies’ endeavours to re-establish their trade links after 1918 yielded 
only partial results. The British market did not regain the significance it had 
had prior to 1914 for either enterprise. As the foreign operations of German 
firms started to take on an ideological stance after 1933, the period under 
investigation will close in that year. 


II 


Carl Zeiss, Jena was set up as an optical workshop in 1846 by the mechanic 
Car] Zeiss," and at first assembled and sold microscopes from other 
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producers. Soon the workshop designed its own microscopes, but Zeiss 
realised that while he had the practical skills to build microscopes, he lacked 
the theoretical insight to develop them further.” In 1866, Zeiss approached 
Ernst Abbe, mathematician and physicist at the local university, and 
recruited the scientist for his workshop." Pooling their professional and 
innate skills, the two men set to work to devise improved microscopes. 
Abbe realised that it was the inadequate quality of the optical glass provided 
that hampered the development of more sophisticated microscopes. At that 
time, optical glass was imported into Germany by French firms or Britain’s 
Chance Brothers of Birmingham.“ Abbe called for research into glass with 
enhanced, more constant optical qualities. Otto Schott, the descendant of an 
old glassmakers' family in the west of Germany, sent samples of optical 
glass he had developed to Jena. Zeiss, Abbe and Schott realised that there 
was potential in a close co-operation between them, and in 1884 a glass 
laboratory was set up in Jena. It was headed by Otto Schott, but its main 
financiers were Zeiss and Abbe." Additional funding came from the 
Prussian state government." After only two years, Schott produced its first 
marketable optical glass and the company was consequently transformed 
from laboratory to glassworks." With the improved optical glass an era of 
immense business expansion began for Carl Zeiss. The company changed 
from workshop to industrial enterprise.” Its products divided into four 
categories: microscopes, photographic instruments (that is, lenses and 
object glasses), telescopes and measuring instruments. 


ni 


Zeiss started exporting its products early on. Major export markets were the 
UK, the USA, Austria-Hungary and Russia. In its internationalisation 
process the company followed phases one to four as outlined by Dunning.” 
Zeiss' operations in the United Kingdom developed as follows. 

Exports to Britain started in the late 1880s. At first, Zeiss sold 
microscopes and photographic instruments to customers in London, 
Birmingham, Bristol, Manchester, Glasgow and Edinburgh. During the first 
three years of trading around 11-12 per cent of Zeiss’ microscope output 
was sold in the UK, compared to 6-9 per cent of its photographical 
instruments. From the beginning, Zeiss had small warehouses in Britain.” 
Ten years later, telescopes and army field glasses had become Zeiss’ major 
export article to the United Kingdom. During the Boer War, the British army 
equipped its troops with Zeiss field glasses.? From London, Zeiss also 
exported to the British Empire. 

Even before the turn of the century, Zeiss extemalised parts of its 
production for capacity reasons by issuing manufacturing licences. In the 
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UK Messrs Ross & Co. (later Ross Ltd), opticians in London, obtained the 
licence for the production of certain Zeiss objectives in 1892. During the 
first ten years of manufacture Ross produced an average of 750 Zeiss 
objectives per year. The licensing agreement between Zeiss and Ross lasted 
until 1911.” 

Meanwhile, starting from 1901, Zeiss founded its own foreign sales 
agencies, London becoming the first such outlet.? Major customers of Zeiss 
were civil institutions like universities, laboratories, hospitals on the one 
hand, the military on the other. Zeiss products were complex, sophisticated 
instruments. They required individual customer consultation, needed to be 
set up, serviced, and, occasionally, repaired. The company's German 
management felt that its own employees would best fulfil these functions. 
In contrast to a foreign general agent who represented more than one 
company, Zeiss employees would be especially trained for the job and able 
to devote all their professional energy to Carl Zeiss, London. The company 
consequently internalised the sales and marketing function for the British 
market and opened an office in Margaret Street, which housed a showroom, 
sales office and warehouse. 

As it proved that repairs and minor adjustments to standardised 
instruments required by individual customers could best be performed from 
a local base, a repair shop was added in 1907/8. With this, the initial 
employment of 15 rose to 20.* Carl Zeiss, London, was incorporated in 
Germany. However, in 1907 the British government passed a new 
Companies Act. In article 35, this Act introduced new requirements for 
companies registered outside the UK but doing business in Britain.” Zeiss 
managers resented both the need to publish their balance sheet in the UK 
and the extra costs and effort connected with the required translation of 
legal documents. Zeiss’ London solicitors, Harvey, Preen & Co., advised 
the company that it could circumvent the new regulations if it transformed 
its London branch into a private limited company incorporated in the UK. 
The ensuing correspondence proves that there had been talk of two options 
before, the first being to extend the manufacturing licence granted to Ross 
Ltd and transform Carl Zeiss, London, into a sales subsidiary in its own 
right. The second option had been to start up a branch factory in England 
and create a company that would comprise both the sales outlet and the 
production unit. However, neither of these options had materialised so far, 
as there had been no outside pressure or incentive. 

With the new Companies Act, the location-specific factors had changed, 
and discussion of the best strategy was resumed. At first, Zeiss favoured the 
option of extending the manufacturing licence to Ross Ltd. There was even 
talk of Zeiss taking on a minority shareholding in the British company. Due 
to disagreements as to the value of Ross Ltd and the patents of Carl Zeiss, 
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relations between the two companies deteriorated during the negotiations. 
In Zeiss management circles the desire to become independent of the British 
licensee grew. Furthermore, it became obvious that, following the Patent 
Law of 1907, Zeiss would have to start manufacturing in the UK if it wanted 
to hold on to its British patents.” Also, protectionist tendencies in the wake 
of Joseph Chamberlain’s Tariff Reform Movement of 1903 had made it 
easier to be awarded British government and military orders, if the goods 
were produced in England.” 

These changing location-specific factors, plus the desire to become 
independent of Ross Ltd, induced Carl Zeiss to opt for the second 
alternative. The official explanation as to why the first option was turned 
down was that it was not profitable enough; despite a sound profit in its 
1907 annual report and the handing out of a ten per cent dividend,” Ross, 
according to Zeiss, overvalued its goodwill, was in possession of 
‘worthless’ patents and stock, lacked lucrative mass articles in its product 
range and had too few connections with the British military?! Zeiss 
subsequently asked Harvey, Preen to draw up draft documents for a private 
limited company that would both unite the existing sales office and a new 
branch factory and allow for the integration of the new company into the 
Zeiss Foundation." Of the suggested nominal capital of £30,000, Zeiss only 
agreed to £10,000 in shares, as further capital would be supplied from Jena 
as loans. All the capital was to be held by Cari Zeiss, Jena. As British 
company law required that the directors of a company held at least one share 
in it, individual shares were, on the surface, left to the directors of Cari Zeiss 
(London) Ltd. However, blank, undated transfer notes enabled Zeiss, Jena 
to claim these shares whenever it should be deemed necessary." Carl Zeiss 
(London) Ltd was incorporated in London in 1909." Apart from one 
representative of the British military, whom Zeiss, Jena had asked to join the 
board to foster good relations, all the directors were German.” The above 
decisions illustrate the strong desire for control Jena felt towards its new 
subsidiary and show how cautious and adverse to risk the management in 
Jena was. 

After incorporation, a factory was set up in Bittacy Hill, Mill Hill, to the 
north of London, which employed approximately 50 people before the First 
World War. The factory produced field glasses and objectives, and also 
assembled microscopes and other optical instruments, the parts of which 
were sent from Jena.* Production in London was more expensive than in 
Jena due to the smaller quantities produced, the less experienced personnel 
and the transport costs incurred when sending raw materials and semi- 
finished products from Jena. Nevertheless, the directors of Carl Zeiss, Jena 
considered the London factory a worthwhile investment, as the activities of 
the sales subsidiary could not have been upheld otherwise." 


A 


THE GERMAN OPTICAL INDUSTRY 7 


The London sales office had expanded continuously since its 
beginnings™ so that its original site had become too small. In the course of 
incorporation a new and bigger site was leased. As well as selling the 
products made at Mill Hill, substantial direct deliveries were received from 
Jena. In 1909/10 the London sales office contributed nine per cent to Zeiss’ 
worldwide turnover. It accounted for 23 per cent of turnover achieved by all 
branch offices and subsidiaries, which together made up for approximately 
40 per cent of Zeiss turnover. In 1910, London contributed 30 per cent of 
overall subsidiary profits." In the last complete year before the First World 
War, business in London amounted to £82,200,? more than eight times the 
nominal capital invested in the London factory and sales outlet taken 
together. 

When Carl Zeiss had decided to start its own production in Britain, it 
terminated the manufacturing licence granted to Ross Ltd. Ross, however, 
was to be allowed to go on producing Zeiss objectives from raw materials 
the company already had in stock. To be able to gauge how many more 
objectives were to be expected out of Ross' production, Zeiss, Jena asked 
for a list of stocks to be sent to Germany. Ross, fearing loss of business, 
tried to delay the end of its own production of Zeiss objectives for as long 
as possible. Claiming that the list was difficult to put together as certain 
steps of production were performed at sites other than its London factory, 
and stocks held there were unknown to the company, Ross took 15 months 
to compile and send the list to Jena. When the directors in Jena received it, 
they regarded the figures as too high and were infuriated. Up to that date 
Ross had been granted preferential conditions for the purchase of optical 
glass from Schott & Gen., Jena. These were now cancelled. Eventually, the 
Zeiss management, which through the Zeiss Foundation had an influence on 
business decisions in the glassworks, asked for all supplies to Ross to be 
stopped. À further souring of the relationship between Ross and Zeiss was 
halted temporarily by the outbreak of the First World War.“ 

Supplies from Jena were cut off immediately, but production in London 
continued on the basis of existing stocks. In 1915, the directors and leading 
managers of Carl Zeiss (London) Ltd were interned. The company was 
handed over to a controller from the Board of Trade and the sales office was 
closed down. The factory was put up for sale in 1917 and acquired by 
Messrs Ross Ltd.? Thus the former rival had become owner of the Zeiss 
works in London. As the British government did not give any information 
on the fate of the sequestrated German companies, the selling price of the 
Bittacy Works was unknown in Jena. In 1918, the management in Jena 
learnt that Carl Zeiss (London) Ltd had been sold for £10,000," 
alternatively estimated to be a quarter^ or a fifteenth* of its real value. 
Furthermore, Car] Zeiss — like all other German companies — was stripped 
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of its British patents. Of the total material losses Zeiss incurred in ‘enemy 
countries’, Carl Zeiss (London) Ltd accounted for 26 per cent.“ Under the 
terms of the Versailles Peace Treaty, Britain retained sequestrated German 
assets after the war.” Affected German private persons and companies were 
to tum to their government for compensation. Like most other German 
claimants,“ Carl Zeiss, Jena received compensation amounting to 
approximately five per cent of its assets.” 

Despite this bitter experience Zeiss vigorously tried to re-establish its 
foreign trade links as soon as possible after the war. An agreement to grant 
the sole agency for Zeiss products in Great Britain and Ireland to Howard 
Grubb & Co. Ltd, London, was in the making in 1920.” For this, Howard 
Grubb & Sons Ltd, itself an optical company,” was to be relaunched with 
increased capital. The new company was to employ two managers 
responsible for the agency of Carl Zeiss. They were A.F. Degenhardt, a pre- 
war German employee of Carl Zeiss (London) Ltd, who had returned to 
London, and J.W. Atha, a Briton then working for a Liverpool optical 
company. However, the call for signatories to the new company was 
unsuccessful. As negotiations between Jena and Howard Grubb dragged on, 
additional difficulties arose with regard to goods both companies produced. 
Furthermore, already in 1920, Zeiss had boxes of microscopes in a London 
warehouse urgently waiting to be sold.” Zeiss consequently looked for an 
alternative way to re-launch its business in the UK. In 1921, it set up a 
company jointly between A.F. Degenhardt and J.W. Atha to take over the 
agency of Cari Zeiss in Great Britain and Ireland.” As public resentment to 
German companies was still considerable, a hint of German involvement, 
let alone ownership, was deemed unwise. Therefore, J.W. Atha & Co. was 
chosen as the company's name. The failure to attract capital for its intended 
venture at London's financial market had thus caused Carl Zeiss to 
internalise the sales and marketing function. During the first two years of 
operation, the new agency incurred losses, but from 1923 onwards it was 
profitable.* In 1925 there were rumours that in its present form J.W. Atha 
& Co. would be eligible for income tax. 

Both A.F. Degenhardt and Zeiss’ British solicitors therefore 
recommended that the firm be transformed into a limited company, which 
would be exempt from income tax. Jena agreed, and in 1926 a limited 
company was formed. Atha and Degenhardt were appointed as two of its 
first three directors. The vacant post was filled by Paul Henrichs, pre-war 
managing director of Carl Zeiss (London) Ltd. The company obtained 
permission to use its old name again. On 1 October 1926 it opened for 
business." In 1927 and 1928 the company was profitable, but from 1929 
onwards, due to the Depression and trade restrictions, orders were low, and 
the company made losses. From 1931, problems were increased by both 
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exchange rate fluctuations and Britain’s subsequent turn towards 
protectionism.” 

Prior to this, Zeiss’ exports to the UK had already been hit significantly 
by the introduction in the 1921 Safeguarding of Industries Act of import 
duties on ‘key industries’” and their further increase in 1926. To illustrate 
the negative effect of the tariffs, Carl Zeiss, Jena compiled a chart, into 
which the percentage losses of business due to the tariff were entered. There 
were three categories of products,* subject to three different rates of duties. 
The first category comprised optical glass, photographic cameras, 
cinematograph and projection apparatus, optical instruments and finally 
bodies for telescopes, microscopes and so on. On these goods a tariff of 
331/, per cent was imposed in 1921, which was increased to 50 per cent in 
1926. The second category included precision balances, gauges, 
mathematical instruments, slide rules, calculating devices, other 
photographic and cinematograph appliances (excluding lenses), and lastly 
medical, dental, surgical and veterinary instruments. The tariff here was 
3314 per cent throughout the whole period in question. Category three 
comprised trusses, and artificial limbs, aseptic furniture for hospitals, and 
general dental goods. These products were exempt from tariff duties. 
Astonishingly, loss of business was worst in the third category; it was 
considerable in category two, whereas sales in category one were least 
affected by the import duties. From this, Zeiss concluded that although 
tariffs considerably increased the price of category one products for British 
consumers, they still had to buy them. Apparently, there were no adequate 
alternative suppliers. As category one products were the most sophisticated 
ones, Zeiss concluded that the British optical industry was still not 
competitive by international standards.” 

Nevertheless, Zeiss did not set up a manufacturing unit in the UK, or in 
any other foreign country, during the inter-war years. Various reasons 
contributed to this. First, there was the experience of loss of assets and 
patents following World War One. Secondly — despite the beliefs of the 
Zeiss management — foreign optical companies, especially in the UK, USA 
and France, had emerged strengthened from the war. In the British case, 
helped by government assistance during the war years and import duties 
from 1921, the optical industry had increased in numbers and competitive 
strength.” Thirdly, during the inter-war period, with inflation and reparation 
problems at home and sluggish demand worldwide, there were 
redundancies and shifting of personnel even at the Zeiss works in Jena. 
There was no need for an expansion of the company's already under-utilised 
production capacities, particularly, if one takes into account that production 
in London had been more expensive than production in Jena prior to the 
war. Fourthly, the general focus of the management's policies was more 
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national than international. In a wave of concentration in the optical 
industry, Zeiss erected a huge conglomerate in Germany. From 1927 to 
1929 it bought up supplier and competitor companies in the optical and 
related industries. The Zeiss management was preoccupied with structuring 
and controlling the new conglomerate. Consequently, due to limited 
capacities of the decision-making bodies, less emphasis was given to 
international aspects. 

Taken together, these reasons outweighed the effects of import duties 
and temporarily fluctuating exchange rates, which would have favoured 
foreign direct investment in a production unit. They explain why Carl Zeiss 
limited itself to re-establishing a sales subsidiary in the UK during the inter- 
war years.” 


IV 


It has been stated that Carl Zeiss derived a considerable part of its 
competitive strength from the close relationship it had to Glaswerk Schott 
& Gen. Prior to 1914, the glassworks were the most advanced supplier of 
optical glass in the world. Through the Zeiss Foundation, the Glaswerk and 
Carl Zeiss were managerially and financially intertwined, while scientific 
co-operation ensured that both companies retained their international 
technological lead, which constituted their main ownership advantage. Set 
against this background, this section of the article traces the history of the 
glassworks' business relations to the UK. 

Before World War One, only three countries were engaged in the 
production of optical glass, France, Britain and Germany. Russia and the 
Austro-Hungarian Empire lacked the scientific skills to produce this item, 
while the US imported it from the three supplying countries.” France and 
Britain produced older, less sophisticated varieties of optical glass, but 
Schott & Gen. in Germany turned out the top of the range. Consequently, 
even France and Britian imported optical glass from Germany. However, 
due to high R&D costs and substantial waste created during the 
manufacturing process, the production of optical glass was not in itself a 
profitable business. This is why Glaswerk Schott & Gen. also engaged in 
the production of mass-produced glass articles, such as household, 
laboratory and technical glass. In the latter category, Schott at first 
delivered glass bulbs for miners’ lamps, which were run on petroleum or 
oil.“ With the development of Auer von Welsbach’s gas lamp in the mid- 
1890s, demand for lightbulbs soared and they became Schott’s most 
profitable product up to the First World War, as Schott managed to develop 
a more resistant glass, which did not burst as easily as traditional glass.® In 
1895/96, only months after the bulbs had been put on the market, they 
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accounted for 65 per cent of the glassworks' turnover. By 1903/4 their share 
had risen to 76 per cent of total turnover.“ 

Schott & Gen. served both the domestic and foreign markets with their 
products. In 1900 the share of exports relative to overall turnover surpassed 
the 50 per cent mark for the first time. It was to remain above 50 per cent 
right up to the First World War. Major recipient countries were the UK, 
France, the USA, Russia and Austria-Hungary, the UK being the single 
most important customer.” Exports were made either direct from Jena or via 
foreign agents. Schott did not establish its own sales subsidiaries abroad 
prior to World War One. While Schott's products were more expensive than 
those of its competitors, they were also of better quality. To the UK, the 
company mainly delivered laboratory glass and bulbs to manufacture gas 
and petroleum lamps.* 

Although these articles constituted the bulk of Schott's business in the 
UK, the export of optical glass was also important. It was more important 
for Schott's customers, however, than for Schott itself. Schott sold between 
70 and 80 per cent of its optical glass production in Germany. Half of this 
constituted raw material for Zeiss' instruments production. Of the exports, 
approximately six to eight per cent were sold in the USA, around four per 
cent in France, while Britain accounted for a constant five to six per cent. 
The significance of these sales for the UK derive from the fact that this 
amounted to 60 per cent of the total optical glass processed in the UK.^ 
Based on Chance Brothers' business history, Roy and Kay MacLeod claim 
that Schott made annual profits from the export of optical glass to Britain of 
£30,000.” Like mass-produced glass articles, optical glass was sold either 
direct or via agents. 

Why did Schott choose this export mode? The products the company 
sold, be they ordinary or optical glass, were standardised mass articles. A 
large proportion of the goods were intermediate products. It was the 
trademark that counted for the customers, not any large amount of 
advertisement or customer consultation. Consequently, there was no need 
for a representative sales office or showroom. The products did not require 
a sophisticated after-sales service. There was no complicated installation 
service to be performed by the supplier. As the goods could hardly be 
repaired, there was no need for a repair shop either. No additional benefit 
could have been derived from internalising the sales and marketing function 
in the British market. Consequently, there was no direct investment, not 
even in a sales outlet. 

When the war started, supplies of glass products to Schott's UK 
customers halted. It must be assumed that Schott had substantial 
outstanding debts in Britain at the time. However, only overall provisions 
for bad debts from losses in enemy countries were entered into the 
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company’s balance sheets. The exact amounts for the UK remain 
unknown.” 

After the war, Schott endeavoured to resume its export activities. 
However, this met with a number of difficulties, Firstly, during the war, 
Schott’s former customers had come to resent their dependence on a 
German supplier. Also supplies from Germany were practically impossible 
due to trade sanctions. Out of necessity, and in a wave of national 
awareness, the former recipient countries had built up national suppliers 
who were now serving customers’ needs. For instance, Chance Brothers of 
Birmingham had taken up optical glass production on a large scale, partly 
sponsored by British government assistance.” In laboratory and technical 
glass, too, Schott now had to battle with local competition. A further 
setback was the switch from gas to electrical lamps, which dramatically 
reduced the demand for Schott glass bulbs. Due to the prevailing patent 
situation, Schott never became as great a supplier of glass bulbs for 
electrical lamps as it had been for Auer gas lamps. The 26 per cent 
reparation duty on German products plus the introduction of import duties 
on products of the ‘key industries’ in 1921 further hampered Schott’s 
exports to the UK. 

Overall exports never rose above 20 to 35 per cent of total output during 
the years of the Weimar Republic.” Export figures to Britain were first 
entered again in Schott’s annual reports in 1920/21. In optical glass, the UK 
accounted for a mere one per cent of total sales. In cylinder glass, where 
Britain had been a major customer prior to 1914, demand had dropped off 
almost completely and glass bulbs were no longer required in large 
quantities either. Exports to the UK did not pick up substantially again in 
any of the main pre-war categories. 

However, another product, mercury vapour rectifier bulbs, introduced a 
new era in the Anglo-German business strategies of Schott & Gen. Schott 
had been delivering rectifier bulbs, which were used to turn alternating into 
direct current, to Britain for some time, and now Schott entered into a joint 
venture with a British company for the production of rectifier bulbs in the 
UK." During the manufacturing process of the rectifier bulb, a vacuum was 
created in a glass cylinder, which made the cylinders very vulnerable to 
damage in transit, and there were frequent complaints from Schott's major 
customer in the UK, Hewittic Electric Co. Ltd of Hersham. Hewittic 
consequently suggested that only the sturdier empty cylinders should be 
supplied from Jena and that all further processing should be performed in 
the UK.” 

In 1925, a new company was formed, the Vacuum Glass Co. Ltd, 
Hersham. Half of its shares were owned by Schott, the other half by 
Hewittic. Nevertheless, Schott & Gen. tended to be the dominant partner, as 
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it contributed the know-how to the enterprise. While Hewittic provided the 
new company with adequate accommodation at its own factory, Schott was 
responsible for the design and installation of the workshop and for the 
provision of skilled and trained personnel. Furthermore, Schott was granted 
exclusive supplier status for the raw cylinders. Hewittic and Schott 
appointed two directors each to the new company. In cases of disagreement, 
the Schott directors had the predominant vote. In the event of a dissolution 
of the company due to continual unprofitability, Hewittic had no right to use 
the special machines and apparatus which had been sent from Jena.* With 
these provisions, Schott intended to safeguard its ownership of the technical 
know-how. 

Production of rectifiers in Hersham started in 1925. Glass cylinders to 
be used in their production constituted the only major export article Schott 
delivered to the United Kingdom in the 1920s and 1930s. During this 
period, about 90 per cent of Schott’s overall cylinder exports” went to the 
affiliated company in Hersham. Profits were only moderate, however, at 
first because there werc still technical problems connected with the 
rectifiers, for which Schott had to bear part of the costs. Starting from 1931, 
Schott had to sell to Britain at lower prices due to the devaluation of the 
pound." Nevertheless, as exports in Schott's pre-war categories had 
declined drastically, the joint venture with Hewittic constituted an integral 
part of the company's business in the UK during the inter-war years. 


V 


Prior to the First World War, the United Kingdom and its Empire were 
important export markets for both Carl Zeiss, Jena and Schott & Gen. The 
ownership advantage of both companies lay in the technological superiority 
of their products. As their products differed, however, so did their export 
modes. Schott, which delivered standardised mass articles and intermediate 
products to the United Kingdom, exported directly or via foreign agents. No 
additional benefit could be derived from internalisation of the sales and 
marketing function, as neither a showroom nor service or repair facilities 
were required. Economies of scale from mass production worked against 
the establishment of a branch factory. Carl Zeiss delivered more complex 
products which required a more sophisticated marketing structure. 
Individual customer consultation, servicing and repairs mattered. To a 
considerable extent, Zeiss' investment behaviour confirms the analysis put 
forward by Dunning.” Although Zeiss started out by selling directly or via 
foreign agents, once exports were sufficiently large, a sales subsidiary was 
created in the UK, because the management felt that the sales and marketing 
function could best be performed by its own employees. The costs of 
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ensuring that a foreign agent operated in the best interests of the exporting 
company were regarded as higher than the risks associated with the 
commitment of resources to the target market, particularly as special 
training was required for the selling, setting up and servicing of the 
company’s products. While German Zeiss employees disposed of these 
skills, additional costs would have resulted from the need to train foreign 
sales personnel. In accordance with Dunning, the amount of resources 
committed was limited in the beginning. However, in contrast to Dunning’s 
findings, the early existence of a warehouse and repair shop did not trigger 
off foreign production. As foreign patents were well protected in the UK 
prior to 1907, Zeiss granted a manufacturing licence for some of its 
products to an indigenous firm. Zeiss thus replaced the export of certain 
final products by the export of the intermediate product technology. Further 
incentives were needed, however, before the internalisation of production 
became attractive. In 1907, locational factors in Britain changed as a result 
of new legislation, ‘Buy British’ sentiments and calls for the introduction of 
import duties. Furthermore, Zeiss had come to resent its dependence on a 
foreign licensee; the desire for control of the foreign production facilities 
now prevailed. Taken together, these alterations caused Zeiss to set up a 
branch factory, despite the fact that production in the UK was not in itself 
profitable. It was the precondition for Zeiss’ continued sales efforts. 

This analysis reveals striking similarities between Zeiss’ investment 
decisions and those of German chemical and electrical companies. Both its 
early investment in distribution facilities and its dependence on outside, 
mainly locational incentives for the start of a branch plant run parallel to 
investment patterns in the chemical and electrical industries. All three 
branches had to react to British patent legislation as well as to ‘Buy British’ 
movements. As a result, all three experienced higher production costs in the 
UK than at home. Their investment in production facilities was defensive 
investment, undertaken to safeguard a lucrative export market. 

During the First World War, Zeiss’ assets in Britain were lost. Schott’s 
losses, on the other hand, were limited to its outstanding debts in Britain. 
Due to the wartime development of the British optical industry, the Jena 
companies faced stiffer competition in the UK after 1918. Nevertheless, 
both tried to re-establish their trade links with the UK as quickly as possible 
and trade was resumed from 1920/21 onwards. For neither of the Jena 
companies, however, did the British export market regain the significance it 
had had prior to 1914. This was due to a mixture of domestic German 
problems, Britain’s import restrictions against optical products and an upset, 
imbalanced world economic system, which only allowed for sluggish 
demand worldwide. Furthermore there were temporary exchange rate 
uncertainties while the pound floated. In times of buoyant demand, 
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historians of the multinational enterprise would argue, import duties and 
exchange rate fluctuations would have led to foreign direct investment in 
production facilities. However, demand in the UK was plummeting, and 
there was extensive spare capacity in Jena. The prevailing international 
economic situation, plus the experience of a loss of resources invested 
abroad, turned the attention of the Zeiss management inwards. The Zeiss 
conglomerate was consolidated in Germany, while in Britain Zeiss limited 
itself to setting up a sales subsidiary. Here again parallels to the experience 
and reaction of the German chemical and electrical companies can be 
discerned. Despite import restrictions on their products, neither the big 
German chemical companies nor their electrical counterparts invested in 
production facilities in the UK during the inter-war years. 

Schott & Gen., on the other hand, had not gone through the experience 
of a loss of assets during wartime. As business in its pre-war export 
products to the UK did not pick up again to former levels, the company 
entered into a joint venture with a British company in 1925 for the 
production of a new product. Schott contributed its patents and know-how 
to the enterprise, the British partner the production facilities. Instead of 
exporting finished products, Schott transfered its proprietary technology 
abroad. Rather than licensing it out, however, the Jena company retained 
control over the newly created enterprise. In accordance with Dunning’s 
findings, in this case, foreign production was started very quickly after the 
product had come onto the market, as it proved that the product could not 
be traded across space.” The joint venture was started not to avoid British 
import tariffs on finished goods, but to cut costs incurred through breakage 
during transport. 

Both Cari Zeiss’ British sales subsidiary and Schott & Gen.’s joint 
venture enjoyed brief years of moderate prosperity in the second half of the 
1920s. In 1929 the Great Depression set in, sending demand plummetting. 
The business of both Carl Zeiss and the glassworks in Britain declined 
dramatically. When the two countries came out of recession, the Nazi era 
had begun in Germany. Industrial policy adopted a strongly ideological 
stance. This decidedly altered the foreign business options open to German 
companies. 
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precise claims for compensation to the German Ministry of Trade and Industry. 


. BACZ, 4959, prospectus of Howard Grubb & Co. Ltd; BACZ, 11739, draft agreement. 
. It produced astronomical telescopes for observatories, periscopes for submarines, telescopes, 


range finders, signalling lamps, lights for cars and cinematographic instruments. 
BACZ, 4959. 


. BACZ, 7687. 
. BACZ, 7187, balance sheets of J.W. Atha & Co. for the years 1920 to 1927; BACZ, 7228. 


Profits amounted to £2,000 in 1922/23, £2,375 in 1923/24 and £7,700 in 1924/25. 


. BACZ, 7686; BACZ, 8357, Memorandum and Articles of Association of Carl Zeiss 


(London) Ltd, 1926; BACZ, 17202, SüchsHStA Dresden, Ememann-Werke AG, 20. Other 
sales subusidiaries Zeiss had stakes in in London during the inter-war period were as follows. 
The agency for the sale of Cari Zeiss products in British India, Ceylon and Burma, was held 
by Adair, Dutt & Co. Ltd, from 1921, a company incorporated in London, but with 
expenence in trade with the Empere. In 1930, when Adair, Dutt & Co. Ltd faced serious 
liquidity problems, Carl Zeiss, Jena and Zeiss Ikon AG, Dresden decided to restructure the 
company and each took 50 per cent of the increased capital of £10,000. Zeiss Ikon AG itself 
had been created during the concentration process in the German optical industry which took 
place in the late 1920s In 1930, Zeiss Ikon, which preserved its own identity on the surface, 
founded its own subsidiary 1n London for the sale of cameras 

BACZ, 7686, 7687. 

Prior to the Safeguarding of Industnes Act, the Dyestuffs Act bad been passed in 1920 to 
prohibit imports of German dyestuffs to the UK The am of the Safeguarding of Industnes 
Act was to protect further branches of industry from foreign, especially German, 
competition. Apart from the optical industry, the electrical and chemical industry came to be 
regarded as ‘key industries’ in case of future wars. As their development had been aided by 
British government support during wartime, capacities had been expanded. After the end of 
the War, British companies again faced German competition. Due to the depreciation of the 
German currency and their desire to recapture lost international markets, German companies 
sold at low prices in the UK. Prom the point of view of the British companies, the import 
duties imposed in connection with the two Acts made adjustments for German ‘dumping 
prices’. From the German point of view, the Acts artificially raised prices and caused a loss 
of market share. This experience was not exclusive to Cari Zeiss, but was shared by German 
companies of the electrical and chemical industries. 
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and British Possessions’ 


. UAIG, 13/45 
. MacLeod and MacLeod, ‘War and Economic Development’, p 190; ‘Die wirtschaftliche 


Entwicklung’, Zeixs- Werkszeitung, pp 6-7: Employment in the British optical industry rose 
from 3,000 to 10,000 

BACZ 16039. Other sales subsidiaries established after the war were Madnd (1922), Poris 
(1925), New York (1926), Tokyo (1927), Rio de Janeiro (1928) and Milan (1929) 

“Die wirtschaftliche Entwicklung’, Zeiss- Werkszeitung, pp.4—5. 

Houschold glass was only a minor branch of Schott’s production range before the War, and 
us far as exports were concerned. Laboratory glass came in the form of flasks, tubes ctc. for 
the chemical, medical and related industries. Technica! gloss mainly comprised bulbs, globes 
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and cones for the lighting industry. 


. UAJG, annual report for 1912/13. This business received a boost in 1912/13, when the 


British government — following a couple of accidents with lamps in mines — introduced 

legislation which required stronger, more durable glass to be used in miners’ lampe. 
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Glaswerk 1884—1934', in J John and V. Wahl (eds.), Zwischen Konvention und Avantgarde 
Jena — Weimar (1995), pp.215—18. 
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MacLeod and MacLeod, ‘War and Economic Development’, p.168. 

UAJG, 9/26, balance sheets for 1914/15-1918/19. 
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Vapour Rectifier Bulbs in the UK between Schott & Gen. of Jena and Hewittic Electric Co 
Ltd, Hersham. 
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The relationship between British government policy and the expansion of 
multinational enterprise into the United Kingdom in the post-war period is 
attracting increasing interest among historians of multinational enterprise 
and those trying to refine the theory of foreign direct investment (FDI).' In 
the first 20 years after 1945 the number of American firms setting up in 
Britain was of such a scale as to be characterised as an 'invasion'. The value 
of US FDI in Britain grew from $542 million to $2,521 million between 
1950 and 1962. In an effort to shed light on this extraordinary phenomenon, 
there have been several surveys of official British post-war policy toward 
multinational corporations (MNCs) but these now need to be supplemented 
by more detailed studies in order to flesh out the subtleties of changes in 
policy. Since the government only began to collect data on inward 
investment in 1960, existing work has tended to concentrate on the decade 
after the relaxation of many of the exchange controls which had survived 
the Second World War.‘ In addition, many of the historical investigations 
which focus on this later period have relied on parliamentary discussion and 
contemporary editorials to determine the motives of the British government. 
As a result there is an emphasis on mergers or foreign take-overs rather than 
the establishment of new subsidiaries in the UK. The 1950s remain to be 
thoroughly investigated despite the fact that this was a period when the 
value of US FDI in the UK almost tripled from $542 million in 1950 to 
$1,611 million in 1959.5 This was also the decade that saw the greatest 
increase in the number of new foreign subsidiaries in manufacturing since 
1850.* 

The introduction of exchange control legislation after the war provided 
the main tool for monitoring inward investment into the UK by ensuring 
that it was aimed at selected sectors and would be of benefit to the balance 
of payments.’ Jones notes that in 1949 these controls were becoming an 
excessive burden on prospective investors and the system of consultation 
was rationalised so as not to inhibit beneficial flows of capital. On the other 
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band, it has been argued that by the 1960s the process had moved to the 
other extreme and that exchange control was not in fact an effective 
instrument since the decisions were taken too quickly and without serious 
investigation. Hodges argues that 'the powers at the disposal of the British 
Government for controlling the activities of multinational companies 
operating in the UK resemble nothing so much as a sledgehammer to catch 
an eel (if one may be excused a mixed metapbor)' It will be shown that in 
the 1950s exchange controls proved a remarkably flexible and powerful tool 
to promote as well as to control foreign direct investment. 

The oil industry provides an example of an international industry which 
was severely affected by exchange controls in the post-war period. To some 
extent it presents a special case as this was a sector dominated by American 
and British multinationals operating in an environment of oligopolistic 
control of resources and a high degree of co-operation.” This co-operation 
extended as far as joint ventures between American and British firms such 
as the Iraq Petroleum Company and the Kuwait Oil Company. Nevertheless, 
it was an important sector of the international economy in the 1950s and a 
dominant sector of US FDI in Britain in this period. At the beginning of the 
decade US direct investment in petroleum amounted to £44 million or 15 
per cent of total US FDI in Britain. Twenty years later this had reached £651 
million or 22 per cent of total FDI" 

The experience of the oil industry also has important historical 
implications. In the late 1940s Anglo-American economic relations were in 
a state of flux. The US administration was frustrated by the apparent 
unwillingness and inability of the Labour government to 'get its house in 
order', Britain was resisting the pressure to join in European integration, 
and British exchange control contradicted the American goals of 
multilateral trade and payments. One of the most clearly focused political 
and economic disputes of this period was over the international oil trade." 
In 1949/50 American commentators bemoaned what they saw as the 
imminent end of American influence in Middle Eastern oil fields." Two 
years later, however, US companies were expanding at the expense of 
British concessions and the British government was in retreat in the Middle 
East. The 1950s were, therefore, a key period in the history of the oil 
industry and of the balance of international economic power between the 
USA and UK. 

This article will describe the impact of exchange control policy on 
multinational oil companies in the 1950s. The analysis contributes to 
understanding the two-way relationship between MNCs and exchange 
control policy. While the initial purpose was to curtail the short-term dollar 
drain, the intention of the policy in the longer term was to overcome the 
continued payments imbalance between the US and the UK by encouraging 
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US firms to establish subsidiaries in the UK. In addition, the balance of 
payments and British-owned suppliers to the oil industry were helped by the 
agreements negotiated between the government and American companies 
which encouraged the latter to source their operations from within the 
sterling area. Section II describes how exchange controls were negotiated 
with multinational oil companies. Section III shows how the exchange 
controls which dealt with Anglo-American consortia reinforced FDI, and 
Section IV addresses the effectiveness of the controls and the implications 
of this analysis for understanding the relationship between government and 
multinational enterprise in this period. The final section concludes. 


II 


In the years immediately after the Second World War, oil was in short 
supply and the extraction of coal in Britain was hampered by labour 
shortages. With the help of Marshall Aid,“ imports of oil were given 
priority to contribute to the reconstruction effort and to resurrect export 
industries. By 1949, however, the oil shortage turned to a surplus as 
domestic fuel sources recovered and overseas oil production expanded. Oil 
imports lost their priority just as pressure on the dollar balance of payments 
mounted towards a crisis in the first half of 1949. 

With the increasing dollar drain threatening the foreign exchange reserves, 
attention turned to addressing the dollar cost of oil imports into the sterling 
area. Oil was the largest single element in the predicted dollar drain for 1950. 
It was expected to cost $625 million for the year, of which $350 million would 
be due to American oil companies operating in the sterling area while $275 
million would be spent by UK companies.” In an effort to reduce this ‘drain’, 
British companies were encouraged to reduce dollar expenditure and expand 
their refining capacity in the UK and tbe rest of the sterling area, but the 
strategic dangers in the long term of limiting their operations were considered 
too great to impose any further restrictions. Instead, the burden was to fall on 
the American oil companies, and US officials were informed in September 
that the British government would introduce discrimination against them. In 
November 1949 it.was estimated that in the next year British companies 
would produce a 'surplus' of unallocated oil products amounting to four 
million tons and it was proposed that this should replace an equal amount of 
purchases from American companies in 1950 thus saving some S—10 per cent 
of net dollar outgoings on oil.* 

In early 1949 Shell Oil (UK)" had expressed its disapproval of any plans 
to substitute sterling oil for dollar oil since this would disturb future 
relations with American companies." They stressed the interdependence of 
American and British companies in the Middle East and the necessity to 
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co-operate to create stability in markets and avoid crowding out supplies in 
one area which would merely need to be absorbed in another. Shell advised 
that ‘It is hardly necessary to stress the dependence of Britain upon US 
goodwill in achieving these objectives, or the damage to that goodwill 
which ill-considered and opportunistic attacks on the Dollar oil trade in 
particular markets could cause’.” 

American companies were also lobbying against discriminatory 
exchange controls. In late 1948 Standard Oil (New Jersey)” set up a 
Subcommittee to Study the Effect of the Dollar Problem on Jersey's Foreign 
Business. It reported in February 1949 that the company should increase its 
refinery production in Europe and its ‘purchase abroad of tankers, 
equipment, and materials of various kinds’. In March 1949 a memorandum 
was sent to Paul G. Hoffman of the ECA that the company intended to 
establish ‘a sterling oil cycle consisting of acquiring crude oil from Anglo- 
Tranian and Iraq Petroleum Company, Lid., for sterling ... to supply British 
requirements for sterling payment’.” 

In May 1949 Socony-Vacuum informed the State Department that the 
minimum objectives of the US government should be to keep the existing 
market position of US companies abroad and to increase overseas 
concessions to safeguard US oil requirements. They felt that the national 
interest was being seriously jeopardised by efforts to replace dollar oil with 
sterling oil. Foreign exchange could be saved by building refineries in the 
sterling area or paying freights in currencies other than dollars, but in return 
US companies should be allowed to sell their oil for any currency and in 
particular to sell oil for sterling in third countries in order to protect their 
markets during the dollar shortage.” The US companies, therefore, were 
already planning to increase the sterling component of oil supplied to the 
sterling area by increasing their investment as well as purchases in the UK. 

On 23 November, the British government formally approached the US 
government with their plans for a ‘substitution’ programme starting in 
January 1950. On 2 December SO(NJ) was informed that during the first 
quarter of 1950 one-third of the motor gasoline (78,000 tons) and 100 per 
cent of the fuel oil (230,000 tons) imported into the sterling area by the 
company must come from sterling sources. Welch, as treasurer of SO(NJ), 
was ‘extremely indignant’ and complained that this would necessitate a 
cutback of 46,000 barrels a day of the company’s Creole subsidiary’s 
production in Venezuela. Other companies received similar instructions on 
the same day.? : 

This edict was greeted with great disappointment in Washington and 
among American oil companies. After receiving the draft British press 
release, the State Department claimed that it was unable to agree to the UK 
proposals and that if the draft were issued without amendment it would 
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disagree with the British government publicly, thus causing an important 
breach in Anglo-American relations.* At a meeting before the public 
announcement of Britain’s plans between the Ministry of Fuel and Power, 
Standard Oil and Anglo-American, Turner of SO(NJ) announced that ‘he 
had to express the surprise and shock of Jersey at the speed and manner in 
which the British proposals had been introduced’ and asked for the 
measures to be deferred pending a solution to the longer term problem of 
the distribution of oil supplies between the sterling and dollar worlds." 
Unfortunately, the draft press release was leaked in Paris and printed in the 
Daily Telegraph, and had to be followed by a supplementary statement that 
the British government was willing to negotiate with American oil 
companies to minimise difficulties to them from substitution.* From the 
start, therefore, substitution as a solution to the immediate dollar problem 
was linked to the longer term problems of Britain’s balance of payments 
with the USA. 

The American companies quickly devised ways to reduce the dollar 
content of their exports to the sterling area and so excuse themselves from 
substitution. Since the operations of both US and UK companies involved 
dollar expenditure, most of the difference in ‘dollar content’ of the oil was 
due to the denomination of profits. American companies repatriated their 
profits to the USA (thus converting any sterling earnings) to pay tax there, 
while British companies could use their sterling earnings to pay tax in the 
UK. The dollar content of US companies could therefore be reduced by 
subjecting their profits to UK tax payable in sterling. American companies 
proposed to set up subsidiaries resident in the UK which would be liable to 
British tax. This would about halve the value of profits repatriated to the 
USA in dollars and have the added advantage to the UK of earnings for the 
Exchequer. Such proposals were submitted to the British in January 1950.” 
Under international tax agreements between the US and the UK this 
solution would reduce the tax revenue to the US Treasury, and the State 
Department advised the companies that ‘the United States could not 
“concur” in the taxation proposal, although we would have no objection to 
this course if it proved a practical solution’. It further advised the companies 
to make it clear to the British that this concession was taken only 
reluctantly” and urged the British that 


We emphatically feel that if the UK has nothing else in mind but the 
sincere desire to save dollars and the willingness to negotiate, a 
compromise can be found whereby American companies, by reducing 
their dollar costs and by other readjustments, can continue to compete 
with British companies in the UK, the sterling area and other countries 
of the world.” 
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It should be noted that British companies were anxious to show that they 
did not plan to benefit from currency discrimination in the longer term. On 
the question of whether the proposed discrimination would generate ‘over- 
expansion’ by British companies at the expense of their American 
counterparts, they countered that they planned to increase their refinery 
capacity only five per cent per annum in 1950-54, which was below the pre- 
war rate of growth of consumption. The predicted surplus in 1950 amounted 
to only three to five per cent of production for that year and any reduction 
in long-term plans would risk the dollar balance of payments in the future.” 

Nevertheless, on 4 January 1950 the ECA announced that it would not 
support expansion of petroleum facilities which ‘will depend for their 
continued operations upon the practice of currency discrimination or other 
undesirable trade restrictions’ and withdrew its supply of dollar aid for the 
further expansion of petroleum facilities by British-controlled companies.? 
The US administration further objected that discrimination against dollar 
imports was occurring ‘without an adequate attempt to work out 
arrangements whereby the normal suppliers could continue to supply 
petroleum at no substantially greater cost’™ to the central reserves. It thus 
accused Britain of acting disingenuously in favour of its own companies. 
The State Department described the British attitude in January 1950 as 
‘negative and dilatory’ in discussion with SO(NJ).* 

Nor were British companies enthusiastic about the protection afforded 
them by the substitution programme. In 1950, all the ‘substitution’ fuel oil 
was supplied by the Anglo-Iranian Oil Company but it expressed its 
frusiration at British policy. In a letter to Fergusson of the Ministry of Fuel 
and Power, the Chairman of AIOC, Sir William Fraser protested that ‘there 
is neither goodwill nor continuity in business directed to us in this way’ and 
that ‘it would be better for us to be left to find our customers ourselves’ .* In 
short, neither the American nor the British companies supported the policy. 

Negotiations with individual oil companies replaced US-UK 
government contacts and resulted in a series of agreements in 1950-51. The 
agreements took the same general form, although with slight adjustments 
appropriate to the operations of each company.” The US companies agreed 
to try to refine and produce as much of the oil and oil products destined for 
sterling area markets as they could within the sterling area itself. This was 
helped by the completion of two US-owned oil refineries in the UK at 
Corytown and Fawley.* Where oil destined for the sterling area was 
produced or refined elsewhere, costs were to be met as far as possible in 
sterling. Equipment, services and stores required by American companies 
were also to be found as far as possible within the sterling area. In October 
1950, for example, Socony submitted a list of items they would purchase in 
the UK amounting to $1.545 million, of which about half were tanks, pipes, 
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valves and drilling equipment." The agreement with SO(NJ) specifically 
required the company to purchase $13.5 million-worth of goods and 
services in tbe sterling area in 1951 and 1952. 

The American companies also agreed to increase their use of non-dollar 
tankers and to establish British tanker subsidiaries to reduce their dollar 
expenditure. SO(NJ), Caltex and Socony registered new tanker companies 
in the UK. It was estimated by the Bank of England that about one-third of 
the c.i.f. cost of oil supplied to the Sterling Area by US companies was 
freight costs, so this was an important component of the plans. Caltex’s new 
subsidiary, Overseas Tankships (UK), for example, had 12 tankers 
transferred to it and undertook to build seven new tankers in UK shipyards.” 

In addition to tanker subsidiaries, US companies were also required to 
set up or expand the operations of UK-registered subsidiaries through which 
crude oil and refined products would be sold to the sterling area. Some, such 
as SO(NJ) already had marketing subsidiarles established but others 
opened new companies registered in the UK, so that Caltex, Socony, 
SONJ), Stanvac and Texaco all had UK subsidiaries in the 1950s. As a 
result of these agreements the substitution programme was abandoned. 

Opening foreign subsidiaries was a medium-term solution to an 
apparently short-term problem, but the main concem of the US oil 
companies (as for the British government) was not the limited substitution 
of sterling oil for dollar oil planned for 1950. Indeed, the State Department 
and company representatives agreed ‘that displacement in the sterling area 
was not a serious threat, except for a possible 2.1 million tons of fuel oil 
‘surplus’ in Iran'." In the longer term, however, the Americans feared that 
such a programme would encourage 'over-expansion' of production by 
British companies which would usurp the American position in the Middle 
East. They were also preoccupied by the longer term problems posed by the 
disarray in the international monetary system. Due to British exchange 
control, US companies faced severe limitations on their ability to sell their 
oil for sterling outside the sterling area. 

The motivation for such restrictions was that sterling currently earned by 
American companies was convertible to dollars, so that their sales of oil 
denominated in sterling posed a direct drain on the central reserves in 
London. These restrictions on the type of transaction for which sterling 
could be used were part of the general controls to protect sterling from 
convertibility to dollars. During the world-wide dollar shortage, American 
companies were losing markets because British exchange control would not 
allow them to accept payment in sterling for their oil in markets such as 
continental Europe. The exchange controls thus discriminated in favour of 
British companies, who were permitted to sell their oil for sterling. In the 
context of the oil surplus, the exclusion of US companies from European 
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markets was driving Middle East oil back into the US market, where it 
competed with domestic suppliers. The oil companies were operating under 
conditions of inelastic supply due to obligations to Middle Eastern rulers but 
with stagnant demand. Thus, the National Petroleum Council in the USA 
complained that 


The British policies, if continued, could compel the petroleum 
industry of this nation to surrender the international oil trade to the 
British, because the dollar markets of the US could not possibly 
absorb sufficient imports to satisfy the concession obligations of the 
American owned foreign concessions, without demoralizing the 
domestic industry with consequent serious injury to the domestic 
economy and national security." 


In January 1950, Augustus C. Long, Vice President of the Texas Oil 
Company, informed the State Department that 'his company is losing 
business on account of it [the dollar/sterling oil problem], that Aramco's 
operations in Saudi Arabia are going to have to be cut back to around 
425,000 barrels per day or lower and that such a production cutback is going 
to give rise to serious political difficulties for them in Saudi Arabia'." His 
company's sense of grievance was further compounded by the fact that UK 
companies were not subject to the same controls even when they operated 
in the same oil fields.“ 

In an attempt to solve this longer term problem, Victor Butler at the 
Ministry of Fuel and Power devised a plan (known as the ‘Butler Plan’) 
which would provide incentives to US companies to 'de-dollarise'.* Under 
the scheme, Britain would allow American companies to sell oi] for sterling 
in third markets up to an amount of 'extra' sterling expenditure in the 
sterling area. The sterling they earned would thus already have been bought 
with dollars to buy sterling products. There would be no net drain on the 
central reserves and there would be a boost to UK suppliers of oil 
equipment. The Treasury and the Bank of England were initially cautious 
because of the difficulties of determining ‘extra’ purchases above what 
would have been bought otherwise. They stipulated that such expenditure 
must exclude investment in the sterling area, goods consumed in the sterling 
area, oil purchases and goods other than those used in oil production or 
operations, in order to ensure that there would be a real saving of foreign 
exchange.“ On 30 January an outline of the Butler Plan — now called the 
Incentive Scheme — had been passed to the State Department for discussion 
with US oil companies. The proposal concluded that ‘we are very ready to 
consider suggestions both from the State Department and the US oil 
companies, always provided that such suggestions do not lead to a dollar 
loss for the sterling area’.” 
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Through all these measures, the US companies pledged to reduce the 
proportion of their trade with the sterling area denominated in dollars to 
approach that of British companies, which was estimated at 30 per cent 
Table 1 shows the projected progression towards this goal stipulated in the 
agreement» with particular companies. Once they reached the 30 per cent 
threshold, the companies were promised 'British Company Treatment', 
which the Americans interpreted as freeing them from exchange controls 
and allowing them to compete with British companies on an equal basis in 
third markets. 


TABLE 1 
AGREEMENTS WITH US OIL COMPANIES 


Proposed Dollar Consent of Oil Sales in the Starting Area (per cent) 


Company 1950 1951 1952 1953 1954 
Standard- Vacuum 40 35-30 25 15 
Caltex 40 35-30 30 

SO (ND 35 30 
Socony 40 30 


Sources: PRO, T2336/5892, Memorandum by A-K. Potter, 12 Dec. 1951; T236/6129, ‘OU in 
the Balance of Payments’, Jan. 1960. 


At the time, it was estimated that these agreements would save $120 
million in 1951, rising to $250 million in 1954, which represented 5-10 per 
cent of UK foreign exchange reserves. In addition, the registration of 
companies in the UK was expected to generate tax revenue amounting to 
£35 million per year for the Exchequer or one per cent of tax revenue." 

In the event, the ability of US companies to increase their sterling 
expenditure far exceeded British expectations. In particular, Socony 
reduced its actual dollar content from 34.7 per cent in 1951 to 23 per cent 
in 1952 and then to 19 per cent in 1953 by trading through its UK 
subsidiary, the Standard Fuel Oil Company (later the Socony Overseas Oil 
Company, Sovosco). The Ministry of Fuel and Power noted in 1953 that 'it 
is clear in retrospect, that at the time we reached our carlier agreement with 
Socony and others, we did not seriously envisage the prospect of US 
companies transferring, on an important scale, their third country business 
to the British subsidiaries they were proposing to set up’.” Since the 
percentage formula was in danger of being outstripped, a new arrangement 
had to be devised which would build on the success of the policy in 
generating inward FDI. 
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The result was the so-called ‘New Look’ agreements with Socony, 
Caltex and SO(NJ) which were designed to expand the operations of their 
new UK subsidiaries, The subsidiaries were freely allowed to use sterling to 
buy oil within the sterling area and then sell it outside the sterling area for 
sterling. Such agreements were made with Socony in July 1953, and with 
Caltex in October. Negotiations with SO(NJ) were more protracted because 
of the complication of Aramco oil supplies but they were given ‘New Look’ 
rights informally before the final agreement in June 1956.” The New Look 
agreements also allowed subsidiaries to apply to the UK Treasury for 
permission to sell ‘dollar’ oil for sterling in third markets. Permission would 
be granted if the Treasury was satisfied that the transaction would benefit 
the UK balance of payments. This put them close to an equal footing with 
British companies, which also needed Treasury approval to buy oil for 
dollars and then sell it for sterling outside the sterling area. The terms on 
which British companies could do this, however, were more generous, since 
they could get such permission in order to preserve their market position. 

The New Look agreements in effect made it easier for UK subsidiaries 
of US companies to buy oil from British companies for sterling and then sell 
it for sterling in third markets. Shell had such a long-term contract with Gulf 
Oil, while SO(NJ) and Socony had contracts to purchase crude oil from 
AIOC. The New Look arrangements thus benefited British company sales 
by reinforcing their access to the marketing operations of American 
companies.” 

Alongside these agreements on the operation of subsidiaries ran the 
Incentive Programme to allow limited sales of non-sterling oil for sterling 
in third markets. The progress of this programme reveals that the need to 
sell oil for sterling in third markets was less pressing than had been claimed, 
since the American companies tended to accumulate the rights to sell for 
sterling which they ‘earned’ by excess purchases of equipment, stores and 
services in the sterling area and through special arrangements with their 
operations in Aramco and IPC. The end of the dollar shortage increased 
their ability to sell oil for dollars and furthermore ‘the companies ... 
regarded the accumulated facilities to some extent as an insurance against 
the day when they might again have difficulty in selling for dollars in third 
countries'.? These accumulations were at first welcomed by the British 
government since they represented a temporary net gain to the central 
reserves. Thus in May 1952, Victor Butler wrote to Geibel, treasurer of 
Standard Vacuum, that ‘I would like to say how much we appreciate the way 
in which you have carried out your undertaking only to use “selling rights” 
where necessary’ .” 

In 1952 a formula was devised to allow the cancellation of these selling 
rights one year after they were accumulated, which guaranteed a permanent 
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net dollar gain to the balance of payments.“ Nevertheless, by the late 1950s 
these accumulations were causing concern, as they represented a potential 
drain on the central reserves should they be used. Table 2 shows the 
accumulation and use of sterling sales facilities by SO(NJ) and Stanvac. In 
these five years £9.3 million was cancelled while the balance outstanding 
for conversion grew from £4 million to about £17.5 million. 


TABLE 2 
USE OF STERLING SALES FACILITIES (£milioa) 


Facilities Earned Sales Cancelled Balance 

SO (NJ) 

1950-51 62 32 3.0 
1952 6.6 2.0 1.0 6.6 
1953 7.7 6.4 02 7.1 
1954 10.2 24 43 112 
1950-51 32 22 1.0 
1952 53 1.7 4.6 
1953 4.8 2.5 21 4.8 
1954 63 3.1 17 63 


Note. The facilities were earned through purchases in the sterling area and through 
special arrangements for sales of IPC and ARAMCO oil 
Source: PRO, T236/5896, ‘Use of Sterling Pacilities', 8 hune 1956. 


Another effect of the currency arrangements with the US oil companies 
was that they required a remarkable degree of disclosure of their investment 
and expenditure plans, sales and profits to the British government. Each year, 
projected operations estimates were submitted by the American companies 
to the British Treasury for approval and actual results were submitted for 
each year as soon as they were available. The British government's 
involvement in the operations of foreign as well as domestic companies was 
thus extensive, and the exchange control procedures permitted a relationship 
between the UK government and US companies that was more intimate than 
the latter's relationship with their home government.” 


Il 


The application of exchange control was complicated by tbe joint ventures 
of US and UK companies in the Middle East. The most prominent was the 
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Iraq Petroleum Company (IPC), which was jointly owned by AIOC, Shell, 
Compagnie Francaise des Petroles and the Near East Development 
Corporation, each of which held 23.75 per cent of the shares.* The NEDC 
in turn was comprised of SO(NJ) and Socony.? The response of tbe British 
government to joint ownership was to impose restrictions on the operations 
of the US firms in the consortium to channel their business through their UK 
subsidiaries. In this way, these agreements were consistent with, and 
reinforced, the FDI solution to Britain's balance of payments problems 
discussed above. 

Until 1950, SO(N7) and Socony had to pay the IPC in dollars for their 
offtake of Iraqi crude which was sold within the sterling area, and were not 
allowed to sell Iraq oil for sterling outside the sterling area. Since tbeir 
British partners were allowed to sell their IPC oil for sterling in third 
markets, Socony and SO(NJ) considered these restrictions ‘grossly unfair'.* 
The companies also complained that since they paid for their share of 
capital requirements and production costs in dollars it was unfair to require 
that they also pay for their share of oil in dollars. 

After negotiations in 1950, SO(NJ) and Socony were allowed to sell 
their IPC oil for sterling within the sterling area through their UK-registered 
subsidiaries. There was also a reduction in the amount of dollars they 
needed to pay into IPC for their share in production costs. Thus, they were 
allowed to use the sterling they earned in third country sales of IPC oil to 
meet 75 per cent of their share of the production costs of IPC. The 
remaining 25 per cent still had to be paid in dollars. This 25 per cent was 
estimated to be adequate to cover the drain on the UK central reserves from 
the cost of producing IPC oil in terms of royalties to the Iraq government 
and dollar expenditure on actual production.” The net result would be that 
tbe sterling earned by these companies in third markets would be paid to 
IPC to cover the sterling costs of exploitation. It would not, therefore, come 
up for conversion to dollars through London. 

The effect of the IPC arrangements was a net surplus of dollars for the 
UK reserves. In 1953, for example, SO(NJ) and Socony lifted three million 
tons of oil for sale in third countries, paying 15 shillings (£0.75) per ton to 
IPC in dollars. This generated about $6.3 million. The Exchequer also 
received £4.5 million in tax revenue which would otherwise have been 
repatriated to the US in dollars (equal to $12.6 million).* 

The Anglo-American consortium which resolved the Abadan crisis in 
1954 also attracted special exchange control provisions, but this time the 
British were less successful in forcing the companies to comply with their 
initial proposals. After the nationalisation of the Abadan refinery, the 
Iranian government would not allow British companies to operate the 
concession on their own, and American companies had to be brought in as 
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partners to reopen the oil fields. During negotiations with the five major US 
companies involved,“ the British tried to get them to pay for their share of 
Iranian oil with sterling bought for dollars (thus generating foreign 
exchange revenue for the central reserves) and to sell their oil in third 
countries for 100 per cent dollars so that they would bear the extra dollar 
burden from the settlement of the Abadan dispute.* This was expected to 
reduce the direct dollar burden on the central reserves from $40 million to 
$15 million in the first year and to $5 million by the third year of 
operations.? The American companies responded that they wanted to sell all 
their Iranian oil in third markets for sterling, and threatened to withdraw 
from the consortium if the UK insisted that the sterling they spent in Iran 
had to be bought with dollars rather than coming from their current sterling 
earnings. The British quickly capitulated.* In the end, the companies agreed 
to use sterling to meet all payments to the operating companies,“ the Iranian 
government and the National Iranian Oil Company. In return, they were free 
to sell oil to the sterling area for sterling and to convert their net profits to 
dollars. Arrangements similar to IPC on a 75 per cent sterling and 25 per 
cent dollar basis were made for sale of oil to third countries outside the 
sterling area. 


IV 


Attempts have recently been made to develop a framework to analyse 
government-MNC relations. Safarian, for example, identifies a variety of 
factors which will influence the bargaining power of governments vis-à-vis 
MNCs.“ These include the assets which a country offers in terms of size of 
market, factor endowments and 'psychic distance in social and linguistic 
terms'.* These all may be seen to have enhanced the position of the British 
government in their negotiations with the oil companies. It was noted above 
that the Ministry of Power expressed surprise at the alacrity with which 
American companies responded to the encouragement to establish 
subsidiaries in Britain. This outcome, however, was predictable and was 
seen to have been part of the response to existing exchange control before 
the 'substitution' threat in 1949. The schemes which the oil companies were 
able to negotiate reinforced the existing benefits of opening offices in 
London, such as the size of the British/Sterling Area market, the financial 
services available and the common language. 

A second influence on governments’ bargaining power is the coherence 
and efficiency of policy." In the early 1950s, the overwhelming priority 
given to the balance of payments generated a consensus and sense of 
urgency among government departments and ministers which smoothed the 
negotiations and clarified the government's intentions for the US oil 
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companies. Once the companies became resigned to the inflexibility of 
HMQG's policy on their sales within the sterling area, they were quickly 
brought to the bargaining table and swiftly developed proposals to comply 
with the government’s wishes. As the dollar problem receded, the British 
attitude became more conciliatory and the negotiations became more 
protracted, but FDI was increasingly used as a palliative to ameliorate 
Britain’s chronic balance of payments problems. 

This case is also consistent with Safarian’s third influence on 
governments’ bargaining power, which is that ‘a high degree of 
international economic involvement, in terms of trade and investment in 
relation to national income, is most likely to limit the scope for more 
restrictive policies'.* The British economy was heavily geared toward 
international trade and investment, and the government was committed to 
freer trade and payments as the only feasible way to increase national 
income in the longer term. It is striking that these arrangements were 
renewed and even initiated in a period when UK exchange control generally 
was being relaxed. Indeed, de facto current account convertibility was 
introduced in 1955, a year before the SO(NJ) ‘New Look’ agreement was 
finalised. Meanwhile, as oil refining in Europe increased and the supply of 
dollars expanded, the need of US companies for facilities to sell oil for 
sterling in third markets was declining. Government officials and 
representatives of British oil companies warned of taking too strong a line 
with the US companies for fear of appearing too restrictionist and inviting 
retaliation against UK investment overseas. Although these considerations 
narrowed the field of options open to the British government, the need to 
conserve dollars in the short term outweighed longer term considerations 
and allowed the government to issue its hard-line ultimatum to the US oil 
companies in 1949. As the 1950s progressed, however, the US companies 
were in a much stronger position once the dollar shortage receded and the 
Abadan crisis changed the international supply position. Their involvement 
in the Abadan consortium was essential for the resolution of the Abadan 
crisis, and so they were able to reject the British government's proposals 
and to negotiate more generous arrangements. Nevertheless, the expansion 
of FDI was in the interests of both the companies (who penetrated a large 
and lucrative market) and the British government (for whom FDI belped 
improve the balance of payments). 

The effectiveness of the exchange controls in conserving dollars was 
undermined by the Abadan oi] embargo which extended from 1951-55. The 
dollar quotas on oil imports were raised to replace the sterling Persian oil 
which had been produced by the British Anglo-Iranian Oil Company. In 
1954, it was estimated that the UK had paid about $500 million to US oil 
companies to replace Iranian oil since the crisis had begun." This was less 
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than the $350 million per annum cost anticipated when the crisis began,” 
because UK companies were able to increase their production through British 
and European refineries and to accelerate production in Kuwait and Iraq.” 

The result of the end of the dollar shortage and the Abadan crisis which 
curtailed the supply of sterling oil was that the US companies did not suffer 
greatly from the controls. This is confirmed in a statement by Emilio 
Collado, foreign exchange manager of SO(NJ) in 1957, when he reported to 
the US Assistant Secretary of the Department of the Interior that 


with the exception, perhaps, of a certain period in 1949 and 1950, the 
net effect of the arrangements has been that Jersey has not suffered 
appreciably from discriminatory treatment at the hands of the British 
in the field of trade and foreign exchange controls.” 


As the immediate dollar-saving impact of the exchange controls became 
less important, the impact of the controls in encouraging the establishment 
of UK subsidiaries of American firms and the protection accorded to UK 
suppliers to the oil industry under the incentive scheme increased in 


ce. 

In 1958, Dunning surveyed UK firms supplying oil refinery equipment 
and found that they had benefited from the transfer of information and 
technology from US companies operating in the UK.™ Dunning noted that 
‘during the initial stages, most of the process equipment was imported direct 
from the USA but after 1951 the fullest participation of British firms ... was 
employed', but he does not mention the negotiated agreements which 
encouraged UK sourcing by American oil companies." In addition, there 
were the purchases under the Incentive Scheme, which covered only items 
used outside the sterling area. Table 3 shows that the extra procurement by 
SOWNJ) and Socony under the Incentive Scheme for 1950-53 amounted to 
about £5 million per annum. 


TABLE 3 
EXTRA SPENDING ON GOODS IN THE STERLING AREA UNDER THE INCENTIVE SCHEME 





(£milbos) 
1951 1952 1953 
SO(NJ) 268 3.9 40 
Socony 13 1.0 1.0 





Note. * July 1950-Dec. 1951. 
Source: PRO, T236/5894, Ministry of Puel and Power memorandum, 5 March 1954. 
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The benefits which British industry reaped from the scheme were more 
important, given evidence of the poor competitive position of this sector. US 
representatives on a tour of possible European sourcing for their Western 
Hemisphere operations noted that UK industry did not 

show sufficient readiness to adapt its products to the standards and 
specifications which Socony-Vacuum would like for their Western 
Hemisphere operations. This criticism applied also to French and 
Italian industry. The Germans, on the other hand, had shown 
themselves very ready to adapt their products.* 
In addition, UK delivery dates were reported to be about 10-12 months, 
while those on the Continent were 10-12 weeks.” The survey of supplier 
companies in Dunning is more optimistic, but even here there is a mixed 
response from US firms on the efficiency of their British suppliers." 

The agreements between the British government and the oil companies 
had wide-ranging implications. In particular the ‘New Look’ arrangements 
emphasised the advantages of the cartelised nature of the oil industry by 
making exclusive purchase contracts with British producers more attractive. 
The exchange controls also promoted the building of refineries to serve 
local markets in the sterling area, so that in the 1950s refineries were built 
by US companies in Australia and India. The subsidiaries in London, 
however, were the distribution centres for the oil trade in and through the 
sterling area. 

It has been argued that as the immediate dollar conservation motives for 
maintaining special controls on the operations of oil companies declined, 
the persistence of these controls is best explained by the desire to increase 
inward FDI, to support British supply companies, and to facilitate the access 
of UK oil companies to the marketing services of American companies. All 
three of these goals contributed to strengthening the British balance of 
payments in the medium to long term, which was a policy priority of the 
Conservative government throughout the 1950s. 


Vv 


The case of exchange controls on the oil trade in the 1950s has highlighted 
some new interpretations about the impact of such controls on multinational 
enterprise. The result of the policy was to increase British tax revenue, boost 
support industries (including shipping), increase refinery capacity in the 
sterling area, and encourage US companies to open subsidiaries in Britain. 
The details of the British government’s negotiations with the American 
companies on the one hand and with British companies on the other gives a 
rare insight into the attitude of private firms to the discriminatory trade and 
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monetary policies pursued in the early 1950s. British companies, which 
might be expected to have supported protection from US competition, in 
fact resisted this policy because they feared that the resulting distortions in 
world trade would jeopardise their interests in the long term. This was due 
to the interdependence of British and American enterprises in the global oil 
market, and their need to pursue consistent policies with respect to Middle 
East suppliers to retain their influence there. American firms bitterly 
opposed constraints on their operations and viewed British exchange 
control as an instrument of protectionism rather than an unwelcome but 
necessary policy to conserve scarce reserves, as it was portrayed by the 
British government. The British companies may have been right to have 
opposed exchange controls on dollar oil, not for reasons of disturbing the 
co-operative nature of the international oil industry, but for the incentive 
this gave to US companies to enter more aggressively into their markets. 
Once established, the presence of US subsidiaries in Britain long outlasted 
the temporary measures which initially attracted them. Conversely, 
however, it has been shown that British oil companies benefited by the way 
the controls facilitated long-term contracts with US companies. This may, 
however, have inhibited the development of their own marketing and 
distribution channels. 

The source of the negotiating strength of the British government was the 
international dollar shortage, combined with the oil glut which prevailed at 
the end of the 1940s. As these features of the market receded, the 
government’s position became more tenuous, but it was still able to enforce 
constraints on the operations of US companies in Britain and to encourage 
inward FDI. The primary goal of exchange control was to protect the central 
reserves of the sterling area but, as other controls were relaxed through the 
1950s, the encouragement of FDI through exchange control was continued 
in order to ameliorate the chronic imbalance that threatened the British 
balance of payments through the 1950s. Exchange control legislation in the 
1950s went beyond vetting applications for FDI and proved a remarkably 
flexible tool for creating investment opportunities for foreign firms by 
encouraging them to establish and expand local subsidiaries to conduct their 
trade with Britain and the sterling area. 
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The Worst of Both Worlds: British 
Regional Policy, 1951—64 


PETER SCOTT 
University of Portsmouth 


During the 1950s British regional policy was put into abeyance by 
successive Conservative governments. While there were no fundamental 
changes in the legislative framework of regional policy until the end of the 
decade, initiatives introduced by the previous Labour governments were 
virtually halted, with the partial exception of a few ‘blackspot’ areas. 
Transport and other infrastructure development in Britain’s peripheral 
regions was also kept at a very low level. 

The case for government interveation in the location of industry remains 
controversial. There are obvious economic and social benefits from policies 
aimed at reducing regional disparities, such as facilitating full employment 
of labour and other resources in less prosperous regions and reducing their 
problems of declining communities, higher poverty levels, and restricted 
employment opportunities. Large regional differences in economic activity 
also make it more difficult for governments to achieve national 
macroeconomic stabilisation. 

Evidence indicates that regional policy was effective in creating 
employment in assisted areas. Moore, Rhodes and Tyler have estimated that 
from 1960 (when regional policy resumed its active phase) to 1981 about 
630,000 jobs were created that survived until 1981.' However, regional 
policy can also result in substantial employment losses in more prosperous 
regions.” Furthermore, by distorting the free market in industrial location, 
regional policy initiatives may act to increase the costs, and reduce the 
efficiency, of British industry, with a potentially significant long-term 
impact on productivity and economic growth. 

Any assessment of the Conservatives’ use of regional policy must be 
undertaken in the light of their economic policy objectives. As outlined 
below, the 1951-64 Conservative governments maintained a strong 
commitment to full employment, which is generally regarded as having 
been their main economic priority. By failing to implement regional policy 
measures which created regional employment without incurring substantial 
efficiency costs — government factory development and infrastructure 
improvement — the government allowed the regional unemployment 
problem to re-emerge. It then implemented a series of hasty interventions in 
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order to reduce regional unemployment to acceptable levels, producing 
much greater economic distortions and efficiency losses than the longer 
term regional development strategy it had hitherto eschewed. 

Previous studies have explained the absence of an active regional policy 
during this period as being partly due to official perceptions that the post- 
war recovery of the staple industries could be expected to continue for the 
foreseeable future. This article uses evidence from the Board of Trade’s 
internal papers to demonstrate that its officials had grave doubts regarding 
the long-term prospects of the staple industries even during the early 1950s, 
and advocated the maintenance of an active regional policy in order to 
safeguard against what they perceived to be a real danger of significant 
regional unemployment. The reasons behind the government’s rejection of 
an active regional policy during the years 1951—58 are assessed, together 
with the factors that eventually led to the adoption of a policy of long-term, 
planned, regional development during its final years in office. It also 
examines available evidence regarding the costs and benefits of the various 
approaches to regional policy which were implemented during this period. 


n 


The 1945—51 Labour governments had developed an extensive regional 
policy framework, based largely on the 1945 Distribution of Industry Act 
introduced by the wartime coalition government. The Act designated a 
number of ‘Development Areas’, based on the areas scheduled for regional 
assistance during the 1930s (the North-East, Central Scotland, South Wales, 
and West Cumberland), together with some additional localities which 
appeared likely to experience high and persistent unemployment. Chief 
among the incentives offered in these areas was the development of 
government-financed factories for renting to industrialists; others included 
financial assistance to manufacturing firms which could not raise sufficient 
funds via normal commercial channels, and grants for road and other 
infrastructure development. Meanwhile, factory construction in areas not 
meeting with government approval was restricted via the continuation of 
wartime building licence controls, supplemented in 1947 by Industrial 
Development Certificates (IDCs). These were issued by the Board of Trade 
and were required for any industrial development of over 5,000 square feet. 

Labour’s factory-building programme had produced a substantial 
government-owned but privately occupied industrial base in the 
Development Areas. The 1951 Conservative government inherited 37.8 
million square feet of factory floorspace, either developed entirely for 
civilian use or converted from wartime Royal Ordnance Factories, let to 
1,088 tenants.‘ Despite major cutbacks in regional policy expenditure 
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following the 1947 economic crisis, this programme was still producing a 
substantial amount of new factory floorspace, while the other regional 
policy measures boosted privately financed factory development in these 
areas. The proportion of industrial building approvals granted for the 
Development Areas averaged 51.3 per cent of the national total (in terms of 
floorspace) from 1945—47. Following the 1947 cuts it fell to 19.4 per cent 
from 1948 to 1951, though this was still substantially in excess of the 17.8 
per cent of the population covered by the areas at the middle of 1951? 


III 


The Conservative government which replaced Labour in October 1951 
maintained the commitment to ensuring a 'high and stable level of 
employment', outlined in the 1944 White Paper on Employment Policy. As 
Dow noted, during the 1950s ‘Conservative governments, no less clearly 
than Labour governments before them, in fact put full employment first as 
the main object of policy'.* In aiming to achieve this policy, the government 
was constrained by the weakness of sterling, together with Britain's poor 
balance of payments position, leading to a preoccupation with short-term 
macroeconomic stabilisation. The Conservatives placed greater emphasis 
on monetary, rather than fiscal, policy than their predecessors, while direct 
controls — such as regional policy — were substantially downgraded in 
importance. There was also a switch in the direction of government 
spending, in favour of rearmament, though the need for a post-Korean War 
rearmament programme had been acknowledged by both parties." 

The very success of Labour's regional policy, in employment-creation 
terms,! reduced the immediate political need for the maintenance of an 
active regional policy. In addition to producing considerable new 
employment in these areas, Labour had also established an industrial base 
which provided growing employment well into the 1950s, as the 
employment build-up profile of newly opened firms extends for an average 
of 5-10 years.’ However, Labour's regional initiative had made much less 
progress in diversifying the Development Areas’ industrial base, to reduce 
dependence on the staple industries. As a document prepared by the Board 
of Trade in November 1951 for its new President, Peter Thorneycroft, 
stated, in a future slump: 


the old basic industries of iron and steel, shipbuilding and heavy 
engineering, which are now fully stretched by the defence 
programme, would be badly hit. There is every likelihood that the 
Development Areas would then, as in the past, suffer severe localised 
unemployment, much greater than in the rest of the country.” 
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The document went on to note that a rapid reduction in the British and 
American defence programmes might precipitate such a slump. Despite this 
note of warning, Thorneycroft's review of Development Area policy 
resulted in a substantial reduction in expenditure, regional policy being 
perceived as being insufficiently important to merit finance given current 
budget constraints. These views were summarised in a draft memorandum 
he prepared for the Economic Policy Committee in January 1952: 


In view of the urgent need to concentrate our resources on production 
for defence, exports and other essential needs ... particular care should 
be taken to ensure that other policies however desirable in themselves 
— do not operate in such a way as to detract from our principal aims ... 
no new building should be sponsored in the Development Areas 
unless it satisfies the strictest tests of essentiality." 


Thorneycroft allowed Development Area policy to fall into virtual 
abeyance, as is shown in Table 1. Government factory development 
expenditure had already been reduced to only 38 per cent of its 1947/48 
peak, in real terms, by 1950/51. However, despite some improvement in 
economic conditions during the early 1950s, the Conservative government 
instituted further drastic cuts; by 1953/54 factory development expenditure 
amounted to less than 19 per cent of its real 1947/48 value." Government 
financial assistance for infrastructure improvement was also terminated at 
the beginning of 1952, except for schemes already approved and one or two 
cases of 'exceptional individual urgency'." This policy was maintained 
until the late 1950s, despite the growing imbalance between the 
Development Areas' long-distance road systems, which had been built to 
deal with pre-motorised traffic, and the increasing demands made on them 
by rising traffic volumes. 

TABLE 1 


NEW GOVERNMENT-FINANCED FACTORY BUILDING AND ROYAL ORDNANCE FACTORY 
CONVERSIONS 1945-54 (ANNUAL AVERAGES) 


Building Conversion Total 
(nxillioa sq.ft) 
VJ Day to 59 3.4 9.4 
end September 1949 
End September 1949 1.5 0.95 245 
to end September 1951 
End September 1951 08 03 1.1 


to end March 1954 





Source: PRO, BT177/1700, ‘Forecast Bstimates, Class VI(2), for 1955/6 and 1956/7; note foc 
the Secretary's infocmation', 3 May 1954. 
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One of the main areas to which expenditure was diverted was the post- 
Korean rearmament programme. Increased armament expenditure created 
employment throughout Britain, though the South-East received the greatest 
benefit, as it was the major focus of capital-intensive, R&D-related defence 
projects, which offered the potential for generating ‘spin-off’ enterprises.“ 
Meanwhile, the Development Areas mainly attracted more labour-intensive 
defence-related production, with less potential to create wider local 
employment growth. 

The need for an active regional policy, based on considerations of long- 
term economic growth rather than short-term employment needs, was already 
being advocated by the early 1950s. For example in 1952 the report of a 
Scottish Council Committee, chaired by Alec Cairncross, called for a ‘growth 
point’ regional development strategy ‘to accelerate the growth of new 
industrial communities in promising locations; industrial growth should come 
first, ahead even of the need to reduce unemployment in other areas’. A few 
months later similar criticism was voiced by the Lancashire and Merseyside 
Industrial Development Association, which noted that government industrial 
location policy had concentrated ‘attention on the pressing needs of the day 
and has resulted in some neglect of fundamental long-term problems’ .* 

These sentiments were also reflected in the Board of Trade’s own internal 
memoranda. An informal note written by J. Ilett in July 1952 noted the 
complete inadequacy of resources currently devoted to regional policy 
compared to the extent of the scheduled areas and their potential problems, ‘to 
make a significant change in the industrial structure and economic stability of, 
say, central Scotland, will take generations at the present rate of progress’.” 
Ilett suggested five alternative lines along which policy could be developed: 


(1) ‘Business as usual’ (a continuation of present policy). 

(2) ‘Black spots’ — focusing on areas experiencing the highest 
unemployment — ‘by concentrating resources on a limited front it is likely 
to achieve something noticeable and socially useful within a reasonable - 
space of time. It also, of course, makes for a “quiet life" politically'." 
However, Ilett noted that some black spots had lost their original 
economic purpose and would impose such high costs on industry that 
permanent subsidies would be necessary. Furthermore, there were 
dangers of the number of black spots spreading to become ‘a large rash’. 
(3) 'Spot the winner'. This approximated to the growth point concept 
of regional development: ‘we could pick on a few centres where the 
conditions favour industrial growth and concentrate all our energies 
and resources on these ... we could probably create a spontaneous 
industrial expansion which will continue to maintain itself without 
any further assistance’.” 
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(4) ‘Efficiency first’; promoting a geographical distribution of 
industry which would achieve the most efficient combination of 
factors of production. While this was favoured in theory, Ilett stated 
that ‘it would be a considerable time before our knowledge of firms’ 
costs and community costs was sufficiently advanced to put much 
science into such a policy’.” 

5. ‘Follow the firm’, a laissez-faire policy, allowing industry to find 
its own location. 

The memorandum recommended the ‘spot the winner’ growth point 
strategy as the best immediate policy, while advocating moving to 
‘efficiency first’ in the longer term, once sufficient research had been 
undertaken. However, the policy which government continued to opt for 
was the ‘black spot’ option. This had become official policy by the mid- 
1950s, resources being concentrated on the precise localities in which 
unemployment occurred, even if there were much more economically viable 
centres within a relatively short distance. For example, in 1955 the Board of 
Trade’s Northern Regional Controller told a Select Committee meeting that 
‘the last thing’ the Board of Trade would wish to do was to encourage firms 
to go to areas such as Tees-side, ‘because there is no unemployment there’,” 
despite the fact that this area represented an industrial growth point and was 
only 25-30 miles from the declining West Durham coalfield. 


IV 


A further factor contributing to the downgrading of regional policy during 
the 1950s was the competing demands of another initiative launched by the 
` 1945-51 Labour governments, new town development. Between 1946 and 
1950, 14 new towns had been initiated; eight were located in the London 
region, to decentralise the metropolis's population. The remaining six 
provincial new towns served various purposes; several, such as Corby, 
Peterlee, and Ayecliffe, were connected with existing or planned industry 
and had minimal implications for industrial location policy. The 
development of the London new towns was, however, almost entirely 
dependent on the provision of new local employment. 

It had been appreciated by the ministers involved in launching the new 
towns programme that a potential conflict existed between their industrial 
needs and those of the Development Areas." Stringent guidelines had 
therefore been imposed regarding the type of industry which would be 
allowed to move to London new towns, to prevent any significant net 
addition to the London region's industrial floorspace. Suitable candidates 
were restricted to existing London firms which were unable to move to any 
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Development Area, did not plan to substantially expand their workforce, 
and fulfilled a variety of other conditions.” 

Although only one additional new town was initiated during the 1950s, 
the development of those already designated, and the volume of 
government-financed new town factory development, was substantially 
accelerated by the Conservatives. This was largely due to their advocacy by 
Harold Macmillan, who argued, as Minister of Housing and Local 
Government, that the London new towns constituted an essential part of the 
government's programme to build 300,000 new houses.” 

Such expansion inevitably led to serious conflict between the industrial 
needs of the London new towns and those of the Development Areas. 
Thorneycroft argued that rapid new town development would be very 
detrimental to the Development Areas and would mark a radical departure 
from the principles underlying the 1945 Distribution of Industry Act.” 
However, despite these arguments, tbe priority given to the new towns was 
increased substantially during the early 1950s, their expenditure claims 
being treated much more favourably than those of the Development Areas.” 
During 1953 IDCs issued for London new town factories created an 
estimated 31 per cent more jobs than those for factory building in all 
Development Areas (though as the new towns had few existing factories the 
Development Areas did somewhat better in terms of factory extensions).? 

Furthermore, Macmillan had begun to press for a fundamental change in 
the criteria for selecting new town industry, allowing employers who were 
‘unwilling’ rather than unable to go to a Development Area to be 
considered.* This proposal initially met with opposition from Thorneycroft, 
but during the following years the Board of Trade did substantially further 
relax its stance towards the movement of industry to the London new 
towns.? Indeed, rather than house building outstripping industry, it became 
more usual for new town industrial growth to outstrip available housing. 

The growth of the London new towns had a double effect in encouraging 
the industrial expansion of the London region. In addition to the industrial 
capacity created in the new towns, the factories vacated by firms moving 
from London were usually sold or let to other firms, thus nullifying the 
decentralisation which the new towns had been designed to achieve. It had 
been intended that the London local authority where the firm originated 
would buy its factory and demolish it, though the cost involved meant that 
only a small proportion of factories were, in fact, demolished.” 


V 


As noted in the Introduction, previous writers have linked the absence of an 
active regional policy during 1951—58 to contemporary perceptions that the 
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staple industries had returned to conditions of long-term prosperity and the 
unemployment problem of the formerly depressed regions was therefore 
largely solved. However, Board of Trade officials appreciated that 
prosperous conditions in the staple industries, which the Development 
Areas were still heavily dependent upon, were only likely to be a temporary 
phenomenon. As a Board of Trade memorandum stated, 


We also have hanging over our head serious future problems; in west 
South Wales there are going to be tin-plate redundancies in the next 
few years; on the North East coast and on Clydeside there must be 
shipbuilding redundancies sooner or later; coalmines are being 
worked out in north-west Durham and in Lanarkshire." 


However, the government did not heed these early warnings. While 
budget constraints had provided Thorneycroft's original justification for the 
termination of an active regional policy, be also had fundamental objections 
to government intervention in regional development per se, and thus 
opposed any resumption of the initiatives introduced under Labour. À note 
on distribution of industry policy, produced by Thorneycroft in May 1954, 
summed up his view: 

Today the most important single consideration for tbe Board of Trade 
is the contribution which an industrial development is likely to make 
to the strength of the general economy and, indeed, the well-being of 
the Development Arcas or of particular localities must ultimately 
depend more on the strength of the economy as a whole than on the 
location of a particular new factory.” 


This argument — a wholesale rejection of regional considerations — 
marked a fundamental departure from the policy pursued by Labour, even 
after 1947. While there were considerable continuities between the 
Conservatives and Labour with regard to some broad economic policy 
objectives, such as full employment, the characterisation of economic 
policy during this period as 'Butskellism'" disguises very important 
differences in economic philosophy, and policy, between the two parties. 
Neo-liberal thought remained extremely influential in the Conservative 
party," and was particularly important in shaping economic policy during 
the years 1951—56. Regional policy was an issue on which corporatist and 
neo-liberal frameworks produced markedly different policies. Corporatists 
could find much that was attractive in regional policy; it promoted uniform 
national development and living standards without recourse to direct 
welfare measures and ensured the full use of social capital in formerly 
prosperous areas." However, neo-liberals viewed regional policy as 
interference with the market, which would produce economic distortions 
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and the misallocation of resources. Thorneycroft, who had been one of the 
most forceful neo-liberal parliamentary critics of Labour during the late 
1940s,* thus rejected regional policy on these grounds. The Treasury also 
assessed regional policy expenditure from a clearly neo-liberal perspective, 
as is discussed below. Only when Macmillan shifted general economic 
policy in a much more unambiguously corporatist direction towards the end 
of the decade was regional policy to resume a significant role in government 
economic management. 

The government was still prepared to encourage firms to locate in those 
parts of the Development Areas facing particularly severe unemployment, 
but justified this on social, rather than economic, policy grounds. However, 
regional policy expenditure proved inadequate for even this limited 'black 
spot’ alleviation objective. A Board of Trade memorandum of May 1954 
stated that the excess of unemployment in tbe Development Areas over that 
for the rest of Britain was 65,000. In addition to the two current 'black 
spots' (Merseyside and Greater Glasgow), west South Wales was also 
becoming a black spot, while similar fears were expressed for the North- 
East, if the shipbuilding industry should decline. Meanwhile, the annual rate 
of budgeted factory approvals, £45 million per year, would be largely taken 
up by extensions, leaving only £12 million for new projects in the black- 
spot areas. This was expected to produce an average of only 5,000 new jobs 
per annum in these areas; the current year’s budget only allowed for an 
estimated 3,500.” 

The memorandum demonstrated that government factory building 
represented ‘a highly profitable investment, if account is taken of its effect, 
(i) on the national income, by bringing into use resources of labour which 
would otherwise not be employed and (ii) in reducing expenditure on social 
service benefits’.* The average current employment density of government- 
financed factories (including those vacant or not yet in full production) was 
4.5 persons per thousand square feet, and their current average construction 
cost was £2,500 per thousand square feet. Each new job provided in a 
government factory therefore cost about £550. Net rental income was just 
sufficient to meet depreciation. On an amortisation basis, therefore (given a 
break-even rate of return equal to the Public Works Loan Board rate, 
currently 4.25 per cent) the annual net burden on the exchequer was 
calculated at 4.25 per cent of £550 per job, roughly £24, The saving of 
unemployment benefit, and the employer’s national insurance contribution, 
would represent £120.” Thus, on the basis of these figures, every job 
created by government factory building actually represented a net gain t to 


the Treasury of about £96. e 
The above calculations ignored several factors. On the d Shihe” 
Papen siete: a tae CK lag owe Pap 
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might choose to build in a Development Area in any case. Furthermore, the 
absence of employment created by government factories would lead some 
workers to migrate to areas of lower unemployment. However, a factor of 
at least equal magnitude on the credit side was also omitted, the regional 
multiplier effects of employment created by government factory building. 
On balance therefore, it appears that there was, at worst, very little net cost 
associated with government factory development and, in all probability, a 
net saving in government expenditure. 

The cost-effectiveness of government factory building as a regional 
policy instrument has been confirmed by more recent, independent, 
analysis. For example, a study by Howes and Law has estimated that, in 
1970, expenditure on Development Commission factories yielded between 
27.6 per cent and 28.1 per cent" on total net costs to the government, when 
account is taken of increased tax revenues and savings in benefits and 
allowances.“ 

As govemment factory building represented a net saving, or, at worst, 
very little net cost, to the Exchequer, this policy would not have produced 
any significant macroeconomic crowding out of investment. Nor could 
government factory development be accused of resulting in substantial 
crowding out of private-sector factory development in the Development 
Areas. During the inter-war years, despite strong support for such initiatives 
from local interests, private-sector industrial estate developers were 
unwilling to extend their activities to Britain's traditional industrial areas. 
Nor were private-sector developers attracted to the formerly depressed areas 
by the drastic reduction in government factory building during the 1950s; 
factory development companies showed virtually no interest in these areas 
until the arrival of the motorway network (along which they concentrated 
their developments)." It is possible that by providing less expensive 
accommodation to firms in Development Areas the government might have 
created some displacement effect vis-à-vis their competitors in non-assisted 
areas. However, the magnitude of such displacement is unlikely to have 
been substantial in relation to the benefits of this policy, any displacement 
being partially borne by foreign, rather than domestic, competitors. 

However, the Treasury regarded even distortions of this nature as being 
unacceptable, since it believed that the regional unemployment problem had 
now virtually disappeared. Unlike the Board of Trade, the Treasury took an 
extremely optimistic view of the long-term prospects of the staple 
industries, believing their decline to have been permanently reversed by 
booming world conditions. As a 1956 Treasury memorandum stated: 


in North Lanarkshire, there is an unemployment figure of 3.5 per cent, 
but apart from this tbe realities with which the [Distribution of 
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Industry] Act was originally designed to deal bave disappeared. 
Indeed, I suspect the fluctuations of employment in the newer 
industries are likely to be greater than in the old-established ones.“ 


Treasury officials even expressed concern that siting new industries in 
the Development Areas might have negative economic effects, in that they 
competed with the staple industries for manpower. As another Treasury note 
stated, ‘one of our main troubles is that these basic and essential industries 
are to some extent being drained of manpower by lighter industries which 
offer more attractive conditions of employment' .* 

During the 1950s the Board of Trade found itself under 'perennial 
Treasury pressure'^ to reduce regional policy expenditure. In addition to the 
above considerations, this also reflected the Treasury's wider priorities, 
which placed its role as guardian of the public purse and defender of sterling 
above that of promoting long-term growth. This resulted, especially during 
balance of payments crises, in opposition to much public sector investment 
expenditure, almost regardless of its inherent value." 

The Treasury maintained an extremely tight rein on the Board of Trade's 
spending; in addition to controlling overall budgets, specific approval was 
required for all projects costing over £15,000.* It was therefore able to 
impose its own criteria on expenditure decisions, the criteria it adopted 
being based on the neo-liberal view that policy should aim to avoid, or at 
least minimise, market distortions. It maintained that, inasmuch as the 
Board of Trade believed it had a moral duty to build extensions for tenants 
(who had taken government factories on the understanding that extensions 
would be provided as required), they should charge a commercial rent. 
Otherwise, the Treasury argued, extension provision would constitute an 
unfair subsidy to particular firms just because they happened to be 
government tenants. 

The Chancellor pressed for a clear return on extension expenditure of 
five per cent per annum, except in districts experiencing particularly heavy 
unemployment.” The Board of Trade was unwilling to charge rents which 
would yield more than 3.5 per cent, the resulting impasse contributing to the 
very slow rate of factory extension approvals. However, given the stringent 
controls on regional policy expenditure, it 1s unlikely that more than a small 
proportion of extensions would have been approved in any case. 

Pressure on sterling during 1956 and 1957 led to further drastic cuts in 
regional policy expenditure. In January 1956 ministers agreed to a virtual 
ban on new govemment-financed factory building, as part of a general 
tightening of fiscal policy.” Board of Trade regional policy expenditure fell 
from £5,920,795 in the 1955/56 financial ycar to £1,541,431 in 1958/59, 
while Treasury loans to companies in the Development Areas were also 
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drastically reduced, from £1,695,617 in 1954/55 to only £104,313 during 
1957/58." 

These cuts not only halted new government factory development, they 
also prevented existing tenants from expanding their plants. For example, in 
a procedural discussion between the Board of Trade and Wales & 
Monmouthshire Industrial Estates Lid (the government-owned company 
which managed the Board of Trade’s factories in Wales) in February 1957 
the Board remarked that it could not possibly build more than one in six 
factory extensions that were being requested.” The only firms which had a 
realistic chance of obtaining extensions were those that could show that 
their production aided exports, substituted imports, served defence 
contracts, or, in some cases, eased unemployment in a black-spot area.” 
Tenants who were refused extensions were invited to fund their own 
extension development. However, most were reluctant to do so without the 
security of tenure which ownership of the factory in question conferred. The 
Board of Trade was happy to sell factories to tenants, though problems of 
determining pricing policy made the sales process extremely slow.” 
Furthermore, the cost of funding both extension development and factory 
purchase proved too much for many companies. 

The expenditure cuts amounted to the application of 'stop-go' to 
regional policy, even though the pressure of demand in the Development 
Areas was considerably below that in Britain as a whole. As North Eastern 
Trading Estates’ chairman, S.A. Sadler Forster, told the Select Committee 
on Estimates in 1962: 

During the period 1956-58 in the north-east there was descheduling 
of the Development Area administratively ... the effect was to hold up 
schemes for extensions to factories for a matter of two or three years 
.. 1958 saw the end of the stop period and we got the ‘go’ that we 
were very anxious to have but then it took us another year or two to 
build and equip these factories before the benefits came and by that 
time we were probably in another ‘stop’ year. Continuity is vital.” 


VI 


The ‘stop’ phase of regional policy came to an end in 1958, with the 
resumption of significant regional unemployment. From 1955 to 1957 the 
excess of unemployment in the Development Areas over that throughout 
Britain had averaged 0.93 percentage points; this rose sharply in 1958 to 1.4 
per cent, marking the start of a long-term trend towards both wider regional 
unemployment disparities and higher absolute levels of unemployment in 
Britain's peripheral regions. 
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This is illustrated in Figure 1, which shows unemployment rates in the 
northern region of England, Scotland, and Wales, from 1955 to 1962, 
together with the excess of the percentage unemployed in these regions over 
that for the rest of Britain. Even in 1960 and 1961, when national 
unemployment fell to only 1.6 per cent, unemployment rates and disparities 
in the peripheral regions failed to return to pre-1958 levels. This was largely 
due to a resumption of the staple industries’ decline in the face of rising 
world competition, and the absence of a sufficient base of newer industries 
in these regions to insulate them from the effects of this decline. 


FIGURE | 
UNEMPLOYMENT IN THE NORTHERN REGION OF ENGLAND,* SCOTLAND AND 
WALES, AND THE EXCESS UNEMPLOYMENT RATE IN THESE REGIONS OVER THE 
AVERAGE FOR GREAT BRITAIN, 1955-62 


s 1955 1956 1957 1958 1959 1960 19851 1962 
Notes: * England included Cumberland, Durham, Northumberland, Westmorland and the North 


Riding of Yorkshire. 


Source: AJ. Odber, ‘Regional Policy in Great Britain’, in US Dept of Commerce, Area 
Redevelopment Policies in Britain and the Countries of the Common Market 
(Washington, DC, 1965), p.401. 


Meanwhile Macmillan’s appointment as Prime Minister in 1957 had led 
to a substantial shift in the balance of power within the Cabinet in favour of 
corporatism. The eclipse of neo-liberalism was symbolised by the 
resignation from the Treasury of Peter Thorneycroft, Nigel Birch and Enoch 
Powell in January 1958, over the level of public expenditure.* Macmillan’s 
corporatist approach to economic management was eventually to result in a 
fundamental] transformation of the government's regional policy 
framework. However, the government's initial reaction to rising regional 
unemployment was largely one of short-termism; in November 1958 the 
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Board of Trade informed Wales and Monmouthshire Industrial Estates that 
it would consider favourably applications for extensions, provided they 
could be completed within 12 months.” It also produced new legislation, the 
Distribution of Industry (Industrial Finance) Act of 1958." This extended 
the Treasury's powers to provide financial assistance to firms, to all forms 
of business and to localities outside the Development Areas which were 
‘scheduled’ by government due to their having at least four per cent 
unemployment. There was also a substantial increase in regional policy 
expenditure, from £3.6 million in 1958/59 to £11.8 million in 1960/61.” 

One initiative used extensively by the previous Labour administration, 
but rejected by tbe Conservatives until the late 1950s, was the building of 
*advance' factories, developed in advance of demand so that firms could be 
offered premises for immediate occupation. The decision to resume advance 
factory development was essentially a political one, to show that the 
government was responding to growing regional unemployment As a 
Board of Trade memorandum stated: 


By the winter of 1958-9 ... pressure for further Advance Factories had 
become very strong and in February 1959 the Parliamentary Secretary 
announced that three such factories would be built as an experiment. 
-.. It then became difficult to resist mounting pressure for a further 
small group of Advance Factories and in October 1960 the President 
announced that further provision was to be made.* 


The government also made a number of specific interventions in the 
location of major new plants, which provided additional employment in the 
Development Areas, but at considerable cost in terms of industrial 
efficiency. For example, as a result of Harold Macmillan's famous personal 
intervention, the steel industry's major new strip mill was split into two 
smaller units, sited at Llanwern in South Wales and Ravenscraig in 
Scotland. Macmillan’s ‘judgement of Solomon’, as he called it, resulted in 
neither being sufficiently large to obtain the economies of scale achieved in 
continental plants." The government sweetened the peckage with £110 
million of loans to the two companies concerned, a sum greater than the 
entire government regional policy expenditure over the financial years 
1950/51—1961/62.* 

Similarly, government pressure during the late 1950s resulted in several 
of Britain's leading car manufacturers announcing major expansions in the 
Development Areas during 1960.^ The President of the Board of Trade, 
Reginald Maudling, freely admitted to his Cabinet colleagues that locating 
tbem away from the manufacturers’ main works would involve additional 
production costs, which might be substantial, but justified the decision on 
‘social policy’ grounds.“ As with the strip mill case, these interventions 
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were to result in problems of sub-optimal capacity, eroding the competitive 
position of the industry. 

More generally, the government sought to divert industrial expansion 
from more prosperous regions to areas of high unemployment via much 
more stringent enforcement of IDC controls. IDC refusals, as a percentage 
of approvals plus refusals in the Midlands and South-East, fell from 9.3 per 
cent (in terms of floorspace) in 1952 to 0.5 per cent in 1956, but were 
increased following the resumption of significant regional unemployment in 
the late 1950s to 12.1 per cent in 1960 and an average of 16.5 per cent from 
1961 to 1963. 

Refusing an IDC might have the effect of ‘steering’ the development to 
an area of greater employment need. However it might also lead the firm in 
question to delay or abandon the development, undertake the expansion 
abroad, or acquire existing premises. An analysis of the location decisions 
of firms refused IDCs between 1958 and 1971 showed that in 50 per cent of 
cases the project was undertaken in a non-assisted area in a modified form 
(such as using existing buildings or expansion below the minimum 
floorspace for IDC approval), which may have had a substantial negative 
effect on its scale and efficiency. A further 13 per cent were abandoned, one 
per cent were located abroad, and 18 per cent had other outcomes not 
involving their location in an area acceptable to government (such as the 
subsequent closure or reorganisation of the plant in question). In only 18 per 
cent of cases was the project diverted to an area which met with government 
approval.“ 

The sudden increase in the use of IDC controls thus incurred much 
greater economic costs than would have been the case with a programme of 
government factory building throughout the decade, especially given the 
fact that there had been a substantial number of companies which wanted to 
extend their Development Area operations, via government factory 
extensions, thus offering opportunities to create employment without any 
element of coercion. 

The Conservative government had managed to achieve the worst of both 
worlds, neither allowing industry to choose its own location according to 
efficiency criteria, nor being prepared to plan the location of industry 
according to long-term, growth-orientated considerations. Instead it allowed 
regional policy to drift along with the tide of short-term local employment 
needs, refusing to grant even the fairly small sums necessary to facilitate the 
expansion of firms already based in Development Areas, while being quite 
prepared to distort the location plans of major industries, such as steel and 
motor vehicles, when regional employment conditions turned less 
favourable.” 

The government’s perception of the regional problem as essentially a 
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short-term problem of localised unemployment was demonstrated by the 
introduction of the Local Employment Act (1960). The Act repealed the 
1945, 1950 and 1958 Distribution of Industry Acts and replaced the 
Development Areas by ‘Development Districts’. These were designated by 
the Board of Trade on the basis that they had unemployment rates of 4.5 per 
cent or over." This legislation finally broke the link between regional policy 
aimed at assisting areas with long-term structural problems, transforming 
policy entirely into one of short-term unemployment amelioration. 

The Development Districts excluded large parts of the old Development 
Areas, while adding a number of pockets of relatively high unemployment, 
scattered throughout the country. The scope of the Districts could be quickly 
changed, without parliamentary approval. Tbe ease and speed with which 
this could take place and the single criterion used, unemployment, militated 
against long-term policies such as trading estate development. Furthermore, 
by aiming for small ‘Districts’, rather than broad ‘Areas’, those parts of 
depressed regions with the greatest potential to act as growth points were 
removed from assistance. 

Forty per cent of government trading estate factories were outside the 
Development Districts.” This had an important implication for their tenants, 
as government funds for factory development and extensions could only be 
provided within the Districts, effectively prohibiting them from obtaining 
government-funded extensions.” Furthermore, the Board of Trade now 
insisted that if a company in this situation wished to develop an extension 
using its own funds their existing premises must first be purchased. As B.G. 
Syrett of North Eastern Trading Estates stated in correspondence to the 
Board of Trade, ‘The cost of existing and new premises, plus plant and 
machinery, may break the camel’s back’.” 

By undermining the position of firms which had previously chosen to 
locate in Development Areas, the government also effectively reduced the 
attraction of the inducements it was currently offering industrialists. As 
Syrett stated in the same letter: 


The treatment of established firms in non-Development Districts is 
the worst possible publicity for the Government’s policy in 
Development Districts. It establishes the idea that (because the 
Government’s aim is to make all Development Districts into non- 
Development Districts) all firms will eventually find themselves 
similarly treated.” 

The Board of Trade later conceded the impossible position in which it 
was placing tenants in the descheduled areas and issued a circular enabling 
extensions, up to a certain size, to be considered if the firm in question 
refused to purchase its factory.” However, during the first two years of the 
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1960 Act the Board of Trade sanctioned expenditure of only £0.8 million on 
extensions for the 40 per cent of factories outside the Development Districts, 
compared to £25 million on factories and extensions within the Districts." 
This led to considerable bitterness among some tenants,” while there is 
evidence that some firms resisted government inducements to move to 
Development Districts, due to fears that they might also prove short-lived.” 


VII 


Table 2 provides a comparison of regional policy expenditure and 
employment creation during the various phases of regional policy from 
1945 to the early months of 1963, based on data assembled by the Board of 
Trade as the result of an inquiry by the Conservative Research Department." 
The figures should be treated with some caution, as it is not clear whether 
there is any overlap in the calculations between jobs created by factory 
building and financial inducements. However, the Table does provide a 
useful comparison of regional policy job creation over this period. While 
the 1945—51 Labour governments produced approximately 17,200 jobs per 
year in the Development Areas, the Conservatives averaged only about 
5,400 during their first seven ycars in office. However, from August 1958 
regional policy expenditure and employment creation were increased 
substantially, especially following the 1960 Distribution of Industry Act. 

The data also reveal the very substantial switch from factory building to 
financial inducements as the major regional policy instrument, brought 
about by the 1958 and 1960 Acts. From 1945 to 1951 financial inducements 
had consitituted only 6.97 per cent of expenditure. From November 1951 to 
July 1958 their proportion of total expenditure had fallen to 4.7 per cent. 
However, during the period from August 1958 to March 1960 it rose to 56.2 
per cent, increasing further to 64.6 per cent between April 1960 and March 
1963. 

The increase in regional policy expenditure during the early 1960s 
occurred alongside a sca-change in the emphasis of policy; within a couple 
of years of the 1960 Act policy had begun to swing back towards the 
promotion of long-term economic growth, as well as short-term 
employment creation. The catalyst for this change was the publication, in 
1961, of the report of the Scottish Council's Committee of Inquiry into the 
Scottish Economy." This emphasised Scotland's economic problems in 
relation to economic growth as well as employment, highlighting the 
influence of Scotland's industrial structure on its slow growth during the 
1950s. While industries which had experienced a more than 50 per cent 
increase in employment accounted for 7.98 per cent of Britain's working 
population in 1958, the corresponding figure for Scotland was only 4.24 per 
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cent.” Furthermore, while a high proportion of plants established since 1945 
were in industries largely new to Scotland, they had been too few in number 
to alter its industrial base substantially, accounting for only 6.1 per cent of 
manufacturing employment at 31 March 1961.” Firms in ‘high-tech’, 
capital-intensive industries were particularly notable by their absence. 


TABLE 2 
GOVERNMENT FACTORY DEVELOPMENT EXPENDITURE AND FINANCIAL ASSISTANCE TO 
FIRMS IN THE DEVELOPMENT AREAS/DISTRICTS, JULY 1945 TO MARCH 1960 


Building Projects Financial Assistance 
Period Amount Estimated Sum Estimated 
Approved Employment Provided Employment 
(£,000) (£,000) 
July 1945 to 53,228 90,571* 3,989 12,800 
October 1951 
November 1951 to 21,691 33,975** 1,076 3,900 
July 1958 
Angust 1958 to 10,437 19,860 13,417 15,700 
March 1960 
April 1960 to 28,424 37,757 51,866 70,900 
March 1963 


Total 113,780 171,090 70,348 103,300 


Notes: * Based on estate companies’ returns for December 1946 to December 1951. 
N.B. This figure has been revised since the government calculations included an 
estimate for Wales based on data covering only December 1948 to December 1951. 
Tins has been replaced by data for December 1946 to December 1951, published by the 
Industrial Estates Management Corporation for Wales. 


** Based on estate companies’ returns for December 1951 to August 1958. 


Sources: PRO, BT177/2624, memoranda by W. Brown, | Aug. 1963, and I. Gray, 12 July 1963; 
Industrial Estates Management Corporation for Wales, Advance (Cheltenham, 1960), p.46. 


The report argued that the growth of new, science-based industries was 
fostered by their geographical concentration in areas offering external 
economies of scale and recommended that such agglomerations should be 
encouraged in Scotland, 'so that the advantages of a substantial complex 
may be achieved — including the possibility that it will in time generate its 
own further growth'." An integrated development plan for Scotland was 
called for, improving transport and communications networks (which were 
viewed as important factors attracting new industry to the South-East), 
housing and other infrastructure. 
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The growth-point strategy outlined in the report bore strong similarities 
to that proposed by the Scottish Council nine years earlier." However, the 
report proved far more influential than its 1952 predecessor, largely due to 
the fact that its publication coincided with important changes in the 
government’s approach to economic management In 1960, concerns 
regarding Britain’s poor post-war growth record, its continuing balance of 
payments difficulties, and the apparent failure of current macroeconomic 
policy, led policy makers to turn their attention to the long-run structural 
weaknesses of the British economy. Even many Treasury officials began to 
consider whether a longer term, planned approach to the promotion of 
economic growth might offer a better solution to Britain's economic 
problems than the current emphasis on short-term macroeconomic 
stabilisation." 

Tbese concerns, together with the government's growing political 
unpopularity, were to result in a fundamental reappraisal of economic 
policy, targeting Britain's supply-side difficulties in an attempt to promote 
faster growth. Economic liberalism was rejected in favour of a planned, 
corporatist approach to economic development, in which regional policy 
appeared a necessary and important component. The political importance of 
regional policy was also increased due to rising unemployment during the 
Conservatives! final years in office, which was particularly severe in 
Britain's traditional industrial regions. 

In December 1961 the Cabinet's Economic Policy Committee 
considered a memorandum on the Scottish Council's report by the Scottish 
Secretary, John Maclay.“ This prompted the establishment of a Civil 
Service working party to examine the issues raised, which concluded that 
current distribution of industry policy was 'unlikely to make much headway 
against the tide", and that minor changes in policy would be unlikely to 
achieve more. It recommended a policy of creating more attractive 
environments for industry in the peripheral regions, to 'set into operation 
“natural” economic forces in an opposite direction to the tide’.™ 

This strategy assumed central importance in the government's new, 
growth-orientated approach to economic policy, launched by Macmillan in 
the autumn of 1962. In a memorandum to the Cabinet, Macmillan made a 
blunt confession that the Conservatives' neglect of regional policy had 
significantly reduced the effectiveness of their national macroeconomic 
policy: 

Hitherto our efforts ... have been mainly directed to influencing the 
economy as a whole; and whether we have been concerned to 
stimulate it or to restrain it, our methods and techniques have been 
largely indiscriminate. But this concept of influencing the economy as 
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a single entity has led us to a situation in which, in order to reduce 


unemployment to an acceptable level in some areas, we have had to 
stimulate excessive employment in others.” 


The memorandum called for a radical attack on ‘the weaknesses of our 
economy, both productive and structural’.™ This was to be achieved by a 
combination of regional policy and policies aimed at boosting industrial 
productivity. The Economic Policy Committee and the Committee on 
Population and Employment were to develop a ‘coherent long-term policy’ 
along these lines, while Macmillan himself was to chair an informal steering 
committee to tackle the short-term regional unemployment problem. This 
was to agree a selective programme ‘of an immediate and, perhaps, 

kind’, with good prospects of yielding practical results in the 
first six months of 1963." 

The government’s new regional policy framework received support from 
a wide range of interests. Even the Federation of British Industries (FBI), 
which had previously viewed government regional intervention with 
suspicion," began to advocate a growth point regional development strategy. 
In February 1963 the FBI had set up a Working Party to discuss the future 
development of regional policy, in the light of the government's increased 
activity in this area. Its recommendations echoed the government's new 
approach, emphasising the waste of social capital involved in regional 
decline, the need for a more effective regional policy in order to boost 
economic growth," and the relationship between uneven regional 
development and excess demand for labour in the South-East and Midlands 
during boom periods, contributing to the stop-go cycle.? In May 1963 it 
published a pamphlet on this issue, advocating increased expenditure on 
transport and other infrastructure development, advance factory 
construction, and other growth-point orientated regional policy measures." 

The government's new regional policy concentrated on two regions, 
Scotland. and the North-East, the North-East being given its own Minister, 
Lord Hailsham. Two White Papers were published in the Autumn of 1963, 
on the economic development of Central Scotland and North-East England. 
Their publication marked a radical departure from previous Conservative 
location of industry policy. Rather than discussing policy in employment 
terms, they emphasised economic growth as a major policy aim. 
Purthermore, they were explicitly based around the idea of growth points; 
the North-East paper suggested that by concentrating on such growth areas 
a process of ‘self-sustaining growth’ could be induced which would 
“generate increased activity over a wide area’.™ Eight growth areas were 
designated in Central Scotland, plus a further large growth area in the 
North-East. 
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Integrated programmes of infrastructure development and government 
factory construction were outlined, together with financial inducements to 
$ industry. In contrast to the 1960 legislation, assurances were provided that 
incentives would be maintained ‘until there is strong evidence of a general 
and sustained improvement in employment’ in the regions as a whole.” The 
importance of a major expansion in motorway and dual-carriageway 
development was strongly emphasised in both reports, which included 
announcements of substantial increases in road and other transport 
expenditure. Thus by the end of 1963 the government had set out plans for 
a substantial, growth-orientated regional policy initiative, plans it was 
unable to implement following its defeat in the 1964 general election. 


VIII 


The Conservative government had wasted its opportunity to modernise the 
~ industrial structures of the Development Areas at a time when nearly full 
employment offered the opportunity for a long-term approach to regional 
development, which would yield its full fruits only after several years. 
Despite receiving warnings of the trouble that lay ahead from the Board of 
Trade, the government's neo-liberal antipathy towards regional intervention 
led to a policy of minimal action. The neglect of regional policy during the 
full employment era of the 1950s forced the Conservatives into a variety of 
hasty interventions towards the end of the decade, affecting the expansion 
plans of major industries, in order to maintain its commitment to full 
employment. Only during their last two years in office was short-termism 
replaced by long-term planning as tbe basis of regional policy. 
This failure to consider the long-term problems of Britain's peripheral 
regions was characteristic of the general thrust of government economic 
" policy during the 1950s, the neglect of long-term growth considerations in 
favour of short-term macroeconomic stabilisation.* The absence of a 
supply-side dimension to British regional policy, as in other areas of 
economic management, resulted in a failure to improve the growth potential 
of the British economy, the importance of which has only recently been 
fully appreciated. 


NOTES 
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British Economic Policy and Industrial 
Performance in the Early Post- War Period 
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In analyses of British productivity performance in the 1930s, we have 
argued that the policy framework adopted in response to macroeconomic 
shocks was understandable and quite effective in ameliorating short-term 
adjustment problems, but harmful in terms of its long-run supply-side 
implications for the growth of productive potential.! In this paper we wish to 
develop similar themes in the context of the carly post-war period. In 
particular, we suggest that the overriding need to cope with balance of 
peyments problems and a monetary overhang in the context of the post-war 
settlement precluded desirable supply-side reforms in the areas of industrial 
relations and competition policy. On the other hand, the macro-policy 
framework was highly successful in terms of its inflation and unemployment 
outcomes. When detailed analysis of cross-sectional productivity 
performance in British manufacturing is undertaken, weaknesses are secn 
particularly in terms of human capital and in the incentive structure which 
the bargaining environment gave to finns and unions with respect to 
productivity improvement. Again, these problems are a continuation of the 
1930s experience which tend to inhibit catch-up growth. 


II 
BRITISH INDUSTRIAL PERFORMANCE 


The standard account of Britain's relative decline relies on the historical 
national income data collected by Maddison.? In Table 1 we see that the US 
overtook Britain in terms of GDP per person employed in the 1890s, with 
the US lead rising to a peak in the 1950s. From this position, Britain has 
been slower than most other industrialised countries in closing the gap. 
Hence Britain has been overtaken by many countries which in 1950 had 
lower levels of productivity and living standards (Table 2). 

In fact, as Broadberry' shows, we need to be careful about simply 
moving from figures on GDP per worker to assessments of the productivity 
performance of the manufacturing sector. Over the period since 1870 
comparative labour productivity performance has differed between the 
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manufacturing sector and the whole economy in terms of both levels and 
trends. In general, over the long run, productivity gaps have changed less at 
the level of manufacturing than at the level of the whole economy. To some 
extent, convergence at the whole economy level has occurred amongst the 
industrialised countries because of a shift out of low productivity agriculture 
in continental Europe and Japan. Also, productivity gaps have typically been 
larger in the manufacturing sector than in the economy as a whole, 


TABLE I 
GDP PER PERSON EMPLOYED (UK=100) 





US/UK Germany/UK 
1870 95.1 47.8 
1890 98.1 523 
1913 127.9 62.9 
1929 154.0 63.1 
1938 143.0 734 
1950 1674 62.1 
1960 167.5 88.4 
1973 151.6 102.6 
1987 128.9 103.5 


Source: Derived from A. Maddison, Dynamic Forces in Capitalist Development (Oxford, 1991). 


TABLE 2 
COMPARATIVE LEVELS OF GDP PER HOUR WORKED, 1870-1987 (UK=100) 


1870 1913 1950 1973 1987 
Australia 177 119 118 104 98 
Austria 49 62 47 88 93 
Belgium 79 78 74 96 108 
Canada 62 96 132 124 115 
Denmark 57 74 15 94 85 
Finland 33 42 54 85 84 
France 54 62 70 104 118 
Germany 48 64 53 96 100 
Italy 39 47 54 96 99 
Japan 18 23 26 69 76 
Netherlands 85 88 81 115 115 
Norway 46 55 75 96 113 
Sweden 45 56 86 113 103 
Switzerland 60 65 98 100 85 
UK 100 100 100 100 100 
USA 96 128 175 149 125 





Source: A. Maddison, Dynamic Forces in Capttalut Development (Oxford, 1991), p.53. 
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TABLE 3 
MANUFACTURING OUTPUT PER PERSON EMPLOYED (UK=100) 
US/UK Germany/UK 

1869 203.8 
1875 100.0 
1879 187.8 
1882 83.6 
1885 94.5 
1889 195.4 94.7 
1899 194.8 99.0 
1907 192 0 (201.9) 106.4 
1913 212.9 119.0 
1920 2228 
1925 2342 952 
1929 249.9 104.7 
1935 2078 102.0* (102.0) 
1937 208.3* (208.3) 99.9 
1950 262.6 (273.4) 96.0 (99.5) 
1958 250.0 111 
1968 242.6 (272.7) 120.0 (130.4) 
1975 207.5 (224.7) 132.9 
1977 229.6 (251.0) 148.6 
1980 192.8 140.2 
1984 183.3 122.7 
1987 188.8 (186.6) 107.8 (112.7) 
1989 177.0 105.1 


Source: S.N. Broadberry, 'Manufactanng and the Hypothesis: What the Long Run 
Data Show’, Journal of Economic History, Vol.53 (1993), p.774. 


Nevertheless, for the early post-war period comparative labour 
productivity figures for manufacturing and for the whole economy are in 
broad agreement, suggesting a poor British performance.‘ Figures for 
comparative productivity levels in the manufacturing sector from 
Broadberry’ are given in Table 3. The figures in parentheses provide cross- 
sectional checks on the time series extrapolations from the benchmarks 
indicated by asterisks. As with the national income data, the manufacturing 
productivity gap between Britain and America peaks in the 1950s, and 
Britain is slower than other industrialised countries in reducing that gap. 
Thus during the period between 1950 and 1980 we also see a large 
productivity gap opening up between the British and German 
manufacturing sectors. 
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IH 
KEY FACTORS IN BRITAIN'S PRODUCTIVITY PERFORMANCE 


Much of the literature on Britain's relative economic decline in 
the twentieth century is cast in terms of a slowness to switch to American 
high throughput, capital-intensive production methods based on large, 
multi-unit, vertically integrated, hierarchical and managerial firms.* The 
implications for the contribution of human capital to Britain's relative 
decline are clear in this analysis. The emphasis is on management rather 
than the sbopfloor workforce, which is seen as being de-skilled. In this 
view, Britain's slowness to develop a professional managerial class 
seriously hampered the rationalisation process. Whilst the reduction of the 
Anglo-American labour productivity gap during the post-war strengthening 
of British managerial structures suggests that this approach does offer a 
useful perspective, there are also indications that it does not give the full 
picture. For, despite a Chandlerian merger wave and rationalisation during 
the 1950s and 1960s, accompanied by a rapid adoption of multi-divisional 
organisation, British industrial labour productivity failed to keep pace with 
that of its continental competitors. By 1970, 72 per cent of the top 100 
companies were M-form in Britain, compared with 40 per cent in Germany." 
Yet by contrast, over the same period from 1950 to 1970, German labour 
productivity in manufacturing rose from 96 per cent of the British level to 
124.6 per cent." 

It is important to distinguish between the different types of human 
capital needed to operate mass production and craft/flexible production 
systems, since the standard data on years of schooling suggest little 
difference between the major industrialised countries. Tables 4 to 6 present 
quantitative evidence on shopfloor, managerial and research skills for 
Britain, Germany and the United States.? 

The most commonly noted difference in human capital terms between 
Britain and other countries today is in tbe training of skilled shopfloor 
workers." In a historical study, however, we must be careful not simply to 
assume that this has always been a problem. Indeed, there are good reasons 
to believe that at one stage Britain had the most skilled labour force in the 
world. For the period 1870-1914 a number of authors point to the success 
of British firms in using skilled labour to compete with American mass- 
production methods." A number of studies of apprenticeship and training 
during the early post-war period, stimulated by skill shortages, enable us to 
ascertain that Britain was still training a substantial number of skilled 
workers and was not far out of line with other European countries, at least 
in terms of quantity." 
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TABLE 4 
APPRENTICES AS A PROPORTION OF EMPLOYEES IN ENGINEERING (%) 





Britain Germany US 
1895 13.33 
1900 1.1 
1907 10.7 
1914 15.1 
1920 1.1 
1921 14.3 
1925 12.1 
1928 9.3 
1930 0.7 
1933 82 122 
1938 8.7 
1940 10.6 
1950 44 8.0 
1960 4.7 72 0.3 
1970 42 54 
1980 33 74 
1988 7.5 
1989 1.6 
1991 0.7 


Source: S.N. Broadborry and K. Wagner, ‘Humen Capital and Productivity in Manufacturing 
During the Twentieth Century: Britain, Germany end the United States’, in B. van Ark 
and NFR. Crafts (cds), Quantitative Aspects of Postwar European Growth 
(Cambridge, forthcoming). 


Broadberry and Wagner assemble data on apprenticeships in engineering 
in Britain, Germany and the United States back to the end of the nineteenth 
century. It is clear from Table 4 that there has historically been a huge 
difference between Europe and the United States in the training of shopfloor 
workers. Apprenticeship had virtually died out as a form of industrial 
training in the United States by the end of the nineteenth century, but 
remained very important in British and German engineering.“ Although 
there was some reduction in apprenticeship levels in Britain during the 
1920s, between the wars Britain remained much closer to the German than 
to the American pattern of shopfloor training. Although there was some 
reduction in appreaticeship levels in Germany after the Second World War, 
the decline was clearly much greater in Britain. A further period of decline 
in apprenticeship in Britain is apparent from the end of the 1960s, in 
contrast to a revival in Germany. The decline in apprenticeship in both 
Britain and Germany after 1945 can be seen as a response to the dominance 
of American mass-production technology. The greater decline in 
apprenticeship in Britain can be seen, in turn, as a reflection of the greater 
enthusiasm for American methods in Britain. 
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If American manufacturers neglected skills on the shopfloor, however, 
the same cannot be said of human capital embodied in management. Taking 
skills off the shopfloor required much tighter managerial control of the 
labour process, with managers taking responsibility for tasks previously 
performed by skilled workers. Chandler in particular emphasises investment 
in management as one of the sources of American success." Chandler also 
sees the British economy as failing in the period 1870-1950 primarily 
because of inadequate investment in management. The persistence of 
‘personal capitalism’ in Britain is contrasted with the successful 
development of ‘competitive managerial capitalism’ in the US." Yet to the 
extent that endowments and demand dictated a strategy of prodyction based 
on craft control, the failure of British firms to develop managerial 
capabilities geared to mass-production methods suited to American 
conditions is at least understandable. Figures for the 1950s in Table 5 
suggest that educational achievements of British managers, though well 
below those of their American counterparts, were on a par with German 
managerial attainments. Although there is undoubtedly a lot of noise in the 
data, caused by sampling error and by ambiguities concerning the definition 
of top managers, there does seem to be a continued, albeit reduced, 
American superiority to the present. 


TABLE 5 
PROPORTIONS OF TOP MANAGERS WITH DEGREES (%) 


Britain Germany US 
1928 32 
1950 62 
1954 30 31 
1970 52 58 
1979 62 
1981 67 
1986 61 85 
1989 n 
1993 n 


Source: S.N Broadberry and K. Wagner, ‘Human Capital and Productivity in Manufacturmg 

the Twentieth Century: Britain, Germany and the United States’, in B. van Ark 

and N.ER. Crafts (eds.), Quantitative Aspects of Postwar Economic Growth 
(Cambridge, forthcoming). 


It may well be, then, that the picture of amateurism in British 
management during the early post-war period, painted so vividly by writers 
such as Gourvish and Keeble, has been overdrawn.” In particular, it should 
be borne in mind that many of the widely quoted studies look at managerial 
sbortcomings in Britain only.” Many of the shortcomings would also 
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doubtless apply to other countries. Furthermore, where a comparative 
perspective is considered, the United States is invariably used as a standard 
of comparison.” Again, however, it is useful to balance tbe comparison of 
Britain and the US with a look at the position in Germany, where the lag 
both in managerial education and organisational innovation was similar to 
that in Britain. 

Allied to the rise of managerial capabilities in corporate America is the 
growth of research and development facilities. Recent work on economic 
growth has stressed the importance of R&D in creating knowledge capital 
which can be used in the production process.” International comparisons in 

Table 6 suggest that Britain lagged behind the United States in industrial 
research during the first half of the twentieth century. Sanderson estimated 
British industrial research during the 1930s to lie between 0.15 and 0.29 per 
cent of GDP, compared with 0.5 per cent in tbe USA.? By the late 1950s, 
Freeman puts US rescarch activity at two to three times the British level, 
measured by research expenditure per employee, qualified scientists and 
engineers per 1,000 employees and research expenditure as a percentage of 
net output.^ 


TABLE 6 
R&D EXPENDITURE AS A PROPORTION OF NET OUTPUT IN MANUFACTURING (%) 


Britain Germany US 
1934 0.43 
1937 0.98 
1938 0.43 
1950 0.46 
1959 3.49 1.12 5.82 
1963 1.42 
1964 4.40 
1968 3.40 
1965 2.46 
1975 3.50 3.10 
1981 5.96 
1983 4.79 4.58 
1987 7.33 
1989 4.71 5.53 





Source: S.N. Broedberry and K. Wagner, ‘Human Capital and Productivity in Manufactunng 
During the Twentieth Century: Britain, Germany and the United States’, in B. van Ark 
and N.F.R. Crafts (eds), Qwanttative Aspects of Postwar Economic Growth 
(Cambridge, forthcoming). 
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Again, however, the British lag behind the US needs to be balanced 
against the position of otber industrialised countries. Edgerton and Horrocks 
usc firm level data to suggest that British R&D spending lagged behind the 
United States but not behind Continental Europe, in the first half of the 
twentieth century.” Greater availability of internationally comparable data 
from the 1960s makes it clear that Britain continued to spend a higher 
proportion of industrial output on research than other European countries 
and Japan until the 1980s. 

Different strategies of investment in people, technology and physical 
plant obviously play an important part in Britain’s post-war relative 
economic decline, although it is easy to exaggerate differences between 
Britain and Germany which were much smaller in the early years than those 
between Europe and North America. Growth accounting suggests that much 
of Germany’s growth advantage over Britain stemmed from total factor 
productivity growth which cannot be wholly explained by greater scope for 
reconstruction and catch-up growth. Indeed, European experience clearly 
confirms that catch-up cannot be the whole story; growth of real GDP per 
head at 2.4 per cent per year in the UK during 1950-73 compares 
unfavourably with the 3.1 per cent achieved by each of Denmark, Sweden 
and Switzerland, which were the other countries with comparable or higher 
income levels in 1950, although of course a growth rate of real GDP per 
capita of 2.4 per cent per annum was respectable by the standards of 
previous British experience.* 

Econometric analyses of cross-country growth performance which 
normalise for investment and initial productivity have invariably concluded 
that British productivity growth was unusually weak during the 1950-73 
period." A British productivity growth failure relative to its European peer 
group, amounting perhaps to 0.7 per cent or so per year, and reflecting a 
slowness to take advantage of the new opportunities for catch-up which 
developed as the ‘Golden Age’ of European growth became established, 
should not be too surprising. Indeed, it has always been a strong theme in 
the economic history literature that catch-up is not automatic nor is potential 
always realised but is shaped by political economy and institutional 
arrangements.” 

Institutional arrangements are frequently extremely difficult to change 
and thus sustain a strong element of persistence in economic performance. 
The costs and benefits of a particular configuration will, however, vary over 
time depending on the economic environment. This clearly applies to 
systems of industrial relations which, we believe, play a significant role in 
productivity outcomes. 

Reform of institutions typically requires government action. Certainly 
the system of industrial relations is not amenable to change by the 
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representative firm. If, however, institutional reform is seen by government 
as a threat to re-election because it damages key interest groups or short- 
term policy aims, then, even though there would be favourable long-run 
growth implications, it may well be politically rational not to change things. 

It should also be noted that the industrial relations issue is linked in an 
important way to aspects of human capital accumulation. Given the 
historical commitment to craft production in Britain noted above, any 
attempt to switch to American mass-production methods was bound to be 
resisted by skilled shopfloor workers who were threatened with the erosion 
of their earnings and status. In many sectors this became a’ more serious 
problem as markets and possibilities for technology transfer changed in the 
early post-war period.” 

Recent work in economics enables us to place these ideas into a 
theoretical framework which both facilitates econometric analysis and 
allows historical interpretations based at least to some extent on rational 
decision making rather than just assertions of differences in culture or the 
apparently perverse persistence of inadequate business leadership which 
still command surprisingly strong support among economic historians.” 

The key aspect of this work is to consider productivity outcomes in a 
bargaining framework. Machin and Wadhwani consider a Nash bargain over 
wages and effort between firms and their workers and draw attention to the 
conduct, rather than simply the structure, of industrial relations.” In their 
analysis higher unemployment reduces workers’ bargaining power, a more 
competitive product market reduces rents, raises the cost to the firm of 
accepting restrictive practices and leads to bargains characterised by higher 
effort. Bean and Symons in a similar vein obtained further results which 
indicate that prevalence of multi-unionism intensifies these implications for 
productivity performance — in such cases less account will be taken by sub- 
sets of the labour force of the implications of their bargains for the firm’s 
long-term prospects, which can be thought of as a kind of free rider 
problem.” 

In these models, the impact of bargaining is felt, strictly speaking, on 
productivity levels. In the context of new growth theory, however, there 
may be effects on growth rates. Bean and Crafts examine the consequences 
of bargaining on total factor productivity growth in a model of endogenous 
innovation.” Their model predicts that, in the absence of binding contracts, 
there will be under-investment in technological improvement because, ex 
post, the workforce are able to appropriate some part of capital’s returns. 
The problem is more serious the more powerful are unions, and once again 
multiple unions are shown to compound the problem. 

These models demonstrate a number of important, and until recently 
rather neglected, ways in which government policy influences productivity 
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outcomes. Thus, macroeconomic policy has a potential role to play through 
its impact on unemployment, while competition and trade policies matter 
because they influence the availability of rents to be appropriated via 
restrictive practices. 

With this background, further insights into post-war decline can be 
obtained. In following up these lines of argument, we'do not claim to 
provide a full or even necessarily a balanced account of British productivity 
performance. We do, however, wish to argue that the aspects which are 
investigated here can be analysed in greater depth using these ideas. 


IV 
ADJUSTING FROM WAR TO PEACE: THE POST-WAR SETTLEMENT AND 
ITS IMPLICATIONS 


The economic history of late 1940s Britain has hitherto been written mainly 
by archives-led scholars and those involved in policy at the time, and has 
been largely neglected by new economic historians. Much of the literature 
has been very supportive of the policy decisions of the Attlee government. 
For example, Tomlinson, in his widely read text, concludes that 'this was a 
period of successful macroeconomic management by almost any standards’. 

An important argument in this paper is that the post-war settlement in 
the UK was helpful in the short term in achieving a better 
inflation-unemployment performance but in the long term inhibited 
productivity growth. This happened because of the inheritance from the 
inter-war economy of craft trade unionism combined with monopolistic 
product markets. The deal effectively precluded necessary reforms of 
industrial relations structures and anti-trust policy while locking the 
economy into high levels of direct taxation and nationalisation even after 
the Conservatives returned to power in 1951. 

The macroeconomic management problems confronting the post-war 
UK were, of course, formidable. Important features of the post-war position 
were a large balance of payments deficit and the monetary overhang at the 
end of the war resulting from forced saving. Eichengreen’s econometric 
estimates suggest that even in 1950 real money balances were still about 50 
per cent above what would willingly have been held.” 

Public finances were stabilised and the balance of payments position 
was successfully rescued after the war, as described by Cairncross.* The 
UK experienced a revival of industrial output at about the average rate of 
western Europe excluding Germany” while policy priority in a tightly 
controlled economy was given to increases in exports and, to a lesser extent, 
investment over consumption. Restraints on consumption during this period 
of post-war austerity were severe. 
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Perhaps surprisingly in these circumstances, the late 1940s were 
characterised both by moderate inflation (an average of about five per cent 
for 1946—51) and very low unemployment rates (around 1.5 per cent as 
measured at the time). In terms of conventional models this seems to 
suggest a period when the NAIRU was low. Yet, as Broadberry points out, 
noting accelerated structural change, higher trade union density and taxation 
and adverse shifts in the terms of trade, a NAIRU higher than in the 1930s 
might have been expected." His econometric analysis resolves the puzzle 
and indicates a structural break in wage-setting behaviour that led to a large 
fall in the NAIRU. ; 

Seen from the perspective of modern macroeconomics, the period 
1945-55 can be thought of as an episode when governments sought a ‘social 
contract’ to lower the NAIRU. The TUC and key trade union leaders were 
persuaded to accept and encourage wage restraint in return for welfarism, 
expanded public ownership, leaving industrial relations unreformed and 
commitments to full employment and redistribution of incomes.” On 
returning to office in 1951 the Conservatives pursued a policy amounting to 
appeasement of the trade unions, authorised personally by Churchill and 
headed by Monckton, Minister of Labour, who was nicknamed ‘the oil- 
can’.” Although Broadberry“’ suggests that this paid off in terms of short- 
run macroeconomic performance, there may have been a considerable price 
to pay in terms of growth performance, an issue explored in the following 
section. 

At the outset, policy relied heavily on direct controls." Even in 1951, 54 
per cent of imports and 41 per cent of industrial raw materials were still 
controlled, and 40 per cent of consumer spending was on price controlled 
items. Convertibility of the pound sterling was not restored until 1958, with 
the exception of a disastrous short-lived experiment in 1947. Clearly, a 
gradualist policy was adopted with regard to liberalisation, prompted by 
lessons drawn from the experience of 1919-22. As controls were relaxed 
and capital mobility increased, an initial policy of cheap money gave way 
to one in which interest rates responded to pressure on the pound and were : 
appreciably higher. Towards the end of Labour's administration and more 
clearly under the Conservatives, primitive attempts at planning the growth 
of demand through controls was replaced by the attempted fine tuning of 
Keynesian demand management. 

Liberalisation of external trade was resisted by a Labour government 
seeking to rectify a difficult balance of payments position and worried by 
the weakness of British firms in the face of American competition. The 
main concession made in the face of American pressure, was to accept 
membership of the European Payments Union. 

The implications of the gradualist strategy (continued use of controls, 
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non-convertibility, pegging the exchange rate, appeasement of the TUC), 
understandable as it was for coping with the inflationary threat, were that 
serious restraints were placed on the policies which might be used to 
promote faster growth. In particular, gradualism implied that opportunities 
to increase competitive pressures on managers of British firms were 
foregone — there would be no Thatcher-shock and industrial relations would 
not be reformed. 

This should be seen, we believe, as an unfortunate but essentially 
unavoidable consequence of the legacy of the war. Both the ‘road to 1945’ 
and the macroeconomic situation would have left any post-war government 
with very limited room for manoeuvre. To a significant extent the post-war 
settlement both reflected a consensus and had effectively been pre- 
determined during the war.“ Managing the transition from war to peace with 
minimal threat to workers’ living standards and employment prospects 
clearly had to be the top priority, which in turn implied accommodating the 
new-found strength of organised labour.“ 

Given this assessment, the huge excess money balances and balance of 
payments deficit, early liberalisation of the economy which would have 
entailed a spectacular appreciation of the price level and depreciation of the 
pound and would have been a high-risk strategy was rejected as a viable 
option by virtually all commentators.“ The constraints on macroeconomic 
policy are underlined by the Conservatives’ abandonment of the ROBOT 
scheme for floating the pound and their ‘wet’ approach to industrial 
relations in the early 1950s." The macroeconomic strategy was rational but 
left the Attlee government with little bargaining power in pursuit of supply- 
side reform. 

There is no doubt that the Labour government keenly desired to improve 
UK productivity performance to case their macroeconomic management 
task.“ Nonetheless, preoccupied and circumscribed by the problems of and 
their strategy for macroeconomic management, microeconomic policies 
were ill designed from this perspective and government bargaining power in 
the face of vested interests on both sides of industry was very weak. 

Crouch concludes that Britain stands out in a European context as a case 
of unusual continuity of powerful but decentralised trade unionism.* 
Although Tiratsoo and Tomlinson have tried to argue that this did not pose 
a serious problem of ‘restrictive labour practices’, their revisionist attempt 
to exonerate industrial relations of responsibility for low productivity 
outcomes is not really convincing.” In particular, they adopt a very narrow 
definition of ‘restrictive practices’ and seek to minimise the considerable 
evidence of underemployment and low effort intensity which were taken for 
granted at the time and not complained of by management precisely because 
they applied throughout industries.“ 


BRITISH ECONOMIC POLICY AND PERFORMANCE TI 


Competition policy was also seriously compromised and badly 
designed. The UK emerged from the 1930s and the war with a proliferation 
of collusive agreements covering perhaps 60 per cent of manufacturing 
output and frequently sustaining inefficient producers.” At the same time, 
company law was in some disrepute following inter-war scandals, such as 
the notorious Royal Mail case” and the poor performance of the inter-war 
economy had persuaded many of the case for a mixed economy. Key 
decisions, including the nature and responsibilities of the Monopolies and 
Restrictive Practices Commission, a new Companies Act and the 
nationalisation of nearly ten per cent of GDP were implemented in the 
period 1947—49. 

In the years 1944—48 both firms’ and workers’ representatives argued 
strongly against wartime Board of Trade proposals to introduce tough anti- 
trust legislation. The short-term imperative of solving the post-war balance 
of payments problem proved to be their decisive weapon, with the result 
that anti-trust policy was rendered effectively toothless until the Restrictive 
Practices Act of 1956.* Since the threat of import competition remained 
relatively remote for most manufacturers — the share of imports in home 
demand was only 4.7 per cent in 1955? — an important avenue to raising 
productivity growth, increasing competition in the product market, was 
completely closed. 

We accept that the short-term outcome of post-war macroeconomic 
management was a pleasant surprise and can understand why the policy 
framework has been praised. We also see the stance which was adopted as 
politically rational. Nevertheless, we think it is important to recognise that 
there was a downside to this approach, namely that it had a potential cost in 
terms of future productivity growth. 


V 
GROWTH OF LABOUR PRODUCTIVITY ACROSS INDUSTRIES 


In an earlier paper we investigated econometrically the validity of a 
bargaining model in the context of the 1930s.” The predictions of the model 
were borne out by the data and we concluded that the recessionary shock of 
the early 1930s improved labour productivity by weakening the resistance 
of organised labour to labour saving technological change and the 
intensification of effort but that the tendency for the market power of firms 
to increase in the period had an offsetting effect. Here we follow this up by 
testing a similar model on post-war data. 

The reduced form from the bargaining model can be written as follows: 


PRODGR = a, + a, CAPLABGR + o OUTPUTGR 
+ a, MPOWER + ay TUM + a, EMPSHOCK (1) 
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where Q,, Qt and Os are expected to be positive and a3 and Oy negative. 
PRODGR is the rate of growth of labour productivity, CAPLABGR is the 
rate of growth of the capital to labour ratio, OUTPUTGR is the rate of 
growth of real output which will pick up learning effects, MPOWER is a 
measure of firms’ product market power, TUM represents the degree of 
unionisation of the labour force and EMPSHOCK is a measure of the extent 
to which the labour market has been slackening in the industry in question. 
Estimation would be on a cross-section of industry between Censuses of 
Production at MLH level to obtain a sizeable sample. 

Theory suggests that it is multiple unionism which may be most 
damaging to productivity growth. This cannot be measured directly prior to 
the Workplace Industrial Relations Surveys of the 1980s. Our efforts to find 
a proxy for the early post-war period eventually identified the extent to 
which workers were covered by local (not national) collective agreements 
as the best possibility. Even then this variable is only available for 1973 at 
the earliest.* We replace TUM with LOCALAGT in the estimating 
equivalent of equation 1. 

The conventional approach to capturing market power is to use a 
measure of concentration such as CR5.” For early post-war Britain this may 
not be very satisfactory given the prevalence of collusive agreements which 
are generally seen as keeping inefficient firms in business and suppressing 
incentives to modernisation,? and which imply both that average costs were 
too high and that supernormal profits could be earned in non-concentrated 
industries. As no satisfactory measure of the extent of collusion is 
available in the published literature, we have constructed our own variable 
using the information collected by the Registrar of Restrictive Trading 
Agreements following the 1956 Act and available for inspection in the 
public register. Allocating price-fixing agreements by MLH category, we 
constructed a O, 1, 2 variable, RESPRAC, where 2 reflects agreements 
struck down by the Restrictive Practices Court and sectors described by the 
Registrar in his annual reports as freed from price-fixing agreements in the 
years after the 1956 Act. We assigned 0 to sectors in which no price-fixing 
agreements relating to the national market applied to principal products. It 
should be noted that the average CRS was very similar for sectors 
categorised 0, 1, 2 at 40.4, 44.6 and 44.0 respectively. 

Results for the estimating equation equivalent to equation 1 above for 
1954—63 are presented in Table 7 and the results are generally satisfactory. 
The signs and size of the coefficients on CAPLABGR and OUTPUTGR are 
appropriate. EMPSHOCK is correctly signed, almost significant at the ten 
per cent level and has a large coefficient indicating that prior declines in an 
industry's employment raise the subsequent rate of productivity growth. 
This result is consistent with cross-section studies of 1980s British industry 
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and also the time series result for aggregate British manufacturing for 
1957-87 obtained by Crafts. 

LOCALAGT has the predicted sign, is highly significant and has a large 
Beta coefficient. The proportion covered by collective agreements seems 
the only feasible way to measure the extent of non-encompassing 
unionisation, though this may not capture subder effects coming from 
multi-unionism, closed shops and so on. Proportions of workers in these 
agreements have both a high mean and a high variance. 


TABLE 7 
CROSS-SBCTION RBGRESSION OF BARGAINING MODEL POR LABOUR PRODUCTIVITY 
GROWTH IN MANUFACTURING, 1954—63 


Equation i Equation 2 
Coeff- Std Cooff- Std. 

Variable 1cient Error icient Error 
CONSTANT 1.824 (0.462) 1.814 (0.456) 
CAPLABGR 0.460 (0.063) 0.455 (0.060) 
OUTPUTGR 0.394 (0.037) 0.394 (0.036) 
RESPRAC 0379 (0,157) -0.362 (0.155) 
CR5 -0.003 (0.006) 
LOCALAGT -0.028 (0.007) 0028 (0 007) 
AACP 0.179 (0.252) 
EMPSHOCK 0.508 (0.322) 0.511 (0.319) 
Adj. R? 0.663 0.660 
N 97 97 


Notes. The dependent variablo is PRODGR. The method of estimation is ordinary least 
An F-test on omitting AACP and CR5 from equation | results in F(2, 89) = 0.43. 
Sources: See text. 


CRS5 is correctly signed but insignificant and also has a low Beta 
coefficient. In contrast, RESPRAC is not only statistically significant but 
has a large and correctly signed coefficient. The regression both confirms 
the importance of the absence of competition as a factor retarding 
productivity growth and also supports the widespread criticisms of the 
adverse effects of collusion for productivity improvement. 

AAC? is a variable based on exposure of the industry to a report by the 
Anglo-American Council on Productivity.” The positive coefficient is 
encouraging to those who would hope this may have done good, but is 
nevertheless insignificant. This would be in line with the conventional view 
that nothing was achieved from this initiative and would not be surprising 
since bargaining equilibria would not be changed even if technical 
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information was supplied. This is illustrative of the difficulties faced by the 
Labour government's productivity drive. An F-test indicates that AACP and 
CR5 can safely be dropped from equation 1, leaving us with equation 2 in 
Table 7.“ 

The results in Table 7 provide support for the bargaining models of 
productivity, consistent with other research. The implication of these 
estimates is that the post-war settlement and gradualist approach to the 
transition from war to peace had costs in terms of foregone productivity, 
although serving the UK reasonably well in terms of short-term 
stabilisation. In particular, both multiple unionism and collusive agreements 
between firms emerge as serious obstacles to productivity improvement. 


VI 
REGRESSION ANALYSIS OF THE ANGLO-AMERICAN LABOUR 
PRODUCTIVITY GAP 


Drawing on the above analysis, we now turn our attention to the explanation 
of the Anglo-American productivity gap in the early post-war period. We 
begin by presenting in Table 8 the levels of comparative US/UK labour 
productivity in 44 industries in 1950 from Paige and Bombach.© For the 
manufacturing sector as a whole, the average American worker produced 
two and two-thirds as much as his British counterpart. As in the Rostas 
sample for the late 1930s, the productivity gap varies widely between 
industries.“ 

We follow the approach of Broadberry and Crafts,” relating relative 
labour productivity (RELPROD) to variables reflecting market power and 
unionisation in Britain, while controlling for the effects of labour and 
capital on a comparative basis: 


In RELPROD = Yọ + y; In RELCAP + In RELHUMCAP 
+ Y In RELLAB + y, In UNION + Ys In CR3 (2) 


where RELCAP is relative capital per worker, RELHUMCAP is relative 
human capital, RELLAB is relative employment, UNION is British trade 
union density and CR3 is the three-firm concentration ratio in Britain. We 
would expect positive signs on the coefficients y; to Ys. Greater US 
endowments of physical and human capital should raise the US/UK 
productivity ratio, as should a greater US scale of operation, indicated by a 
coefficient greater than zero on RELLAB. We expect higher union density 
and concentration in the UK to produce a bargaining environment more 
tolerant of low British productivity.“ 
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TABLE 8 
RELATIVE US/UK PRODUCTIVITY OF LABOUR (Q/L) IN 1950 (UK=100) 





QL 
1. Structural clay products 197 
2. Glass containers 274 
3. Coment 116 
4. Basic industrial chomicals 372 
5. Paint and varnish 363 
6. Soap, candles and glycerine 249 
7. Matches 376 
8. Blast furnaces 408 
9. Steel works and rolling mills 269 
10. Iron and steel foundries 202 
11. Shipbuilding and repairing 111 
12. Agricultural machinery except tractors 429 
13. Metal working 21 
14. Ball and roller bearings 208 
15. Generators, motors and transformers 239 
16. Radio 400 
17. Electronic tubes 355 
18. Electronic light bulbs 356 
19. Storage batteries Ali 
20. Electrical household equipment 412 
21. Automobiles, trucks and tractors 466 
22. Tools and implements 190 
23. Cutlery 193 
24. Bolts, nuts, rivetz, screws 256 
25. Wire drawing 339 
26. Wire work 244 
27. Metal cans 561 
28. Cotton spinning and weaving 249 
29 Woollen and worsted 185 
30, Rayoo, nylon and silk 226 
31. Knitting mills 187 
32. Tanneries 168 
33. Outerwear and underwear 170 
34. Footwear except rubber 171 
35. Grain mill products 183 
36. Sugar factories and refineries 148 
37. Canning & preserving of fruit & vegetables 235 
38. Brewenes and manufacturing of malt 300 
39. Tobacco manufactures 251 
40. Pulp, paper and board 338 
41. Containers, paper and card 428 
42. Tyres and tubes 241 
43. Rubber products except tyres & footwear 250 
44. linoleum and leathercioth 256 
Total manufacturing 267 





Source: D. Paige and G. Bombeach, A Comparison of National Output and Productivity of the 
United Kingdom and tha United States (Paris, 1959), p.64. 
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Data sources are primarily the US Census of Manufactures and the UK 
Census of Production. Nominal variables have been converted to a common 
currency using purchasing power parity (ppp) adjusted exchange rates. 
Turning to the explanatory variables, as in Broadberry and Crafts,® capital 
per worker (RELCAP) is proxied by relative power costs per worker, put 
onto a common currency basis using the average ppp of £1=$4.55.” The 
human capital variable is the ratio of average earnings per worker from the 
census reports, again converted to a common currency.” 

Economies of scale are captured through the coefficient on the relative 
size of employment in the two countries (RELLAB), again from the 
production census reports. In addition to the above variables on a relative 
US/UK basis, we include a number of variables to represent the bargaining 
environment in Britain, as in Broadberry and Crafts.” This reflects the 
possibility that vested interests acted to slow down the rate at which Britain 
caught up with the US. Trade union density is taken from Bain and Price 
and the three-firm employment concentration ratio (CR3) from Evely and 
Little.” 

TABLE 9 
US/UK PRODUCTIVITY REGRESSIONS, 1950 





Equation i Equation 2 
Coeff- Std. Coeff- Std. 
Variable icient Error iclent Error 
CONSTANT -6.128 -6463 ) 
in RELCAP 0.403 (0.142) 0.443 (0.141) 
In RELHUMCAP 1.336 (0.366) 1346 (0.357) 
in RELLAB 0.185 (0.091) 0.169 089) 
In UNION 0.223 (0.187) 0.259 (0.184) 
In CR3 0.143 (0.063) 0.116 (0.063) 
RESPRAC 0.094 (0.056) 
Adj. R? 0.364 0.393 
SE 0.298 0292 
N 44 44 
Notes: The dependent variable is in RELPROD (relative labour productivity). The method of 
estimation is ordinary least squares. 
Sources: See text. 


Tn the first equation in Table 9, the capital variable has a coefficient close 
to capital’s share of income, as predicted by theory. Almost identical 
coefficient estimates are obtained using investment per worker from the 
census reports in place of power costs per worker, but these estimates are 
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less precisely determined. The human capital variable shows up strongly, as 
in Broadberry and Crafts," and the coefficient on RELLAB indicates 
increasing returns to scale of the order of 15 per cent. The bargaining 
variables UNION and CR3 are correctly signed, although the former is not 
statistically significant. Equation 1 thus presents a picture similar to that for 
the 1930s, reported in Broadberry and Crafts,” with Britein's productivity 
gap influenced by economic fundamentals including human capital and also 
by the bargaining environment. 

Equation 2 adds the restrictive practices variable RESPRAC defined 
above. This has a (numerically) positive effect on the size of the 
productivity gap, as predicted by theory, and is statistically significant at the 
ten per cent level. We take this as further evidence in favour of the 
importance of the bargaining approach. 


VII 
PLANT-LEVEL COMPARISONS: THE AACP REPORTS 


The above results are based on industry level data. Here we examine 
evidence based on plant visits carried out by productivity teams for the 
Anglo-American Council on Productivity (AACP), set up as part of the 
post-war Labour government's productivity drive. Six AACP reports on 
industries represented in the Paige and Bombech™ sample are examined 
with a view to highlighting aspects which correspond with our regression 
analyses. 

Before we examine the AACP reports, we need to note some general 
difficulties of interpretation. Carew sees the reports as focusing on labour 
issues, emphasising the potential positive role for unions and thereby 
implying that unions were tbe main problem." Tomlinson, however, sees the 
inadequacies of management as the main theme of the reports, suggesting 
that managers were no happier than unions at the prospect of new ways of 
doing things." In fact, we see no reason to blame one side rather than the 
other. The view that both managers and workers had settled for a quiet life 
fits our interpretation well. A further potential difficulty arises from the 
loose language of the reports, almost all of which mention a general 
‘productivity consciousness’ in America. Carew and Tomlinson both see 
this as a crude psycho-sociological explanation of productivity differences. 
Whilst it is true that many of the reports do contain an element of 
‘proselytising for the American Way of Life’,” it is noticeable that 
references of this kind are often made together with statements about 
incentives and a more competitive environment, precisely the kind of 
factors we have emphasised. 

For basic industrial chemicals, Paige and Bombach” found a US/UK 
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productivity ratio of 372. In Heavy Chemicals, labour productivity in the US 
is estimated at between two and three times the British level." The key 
factor singled out in the summary relates to human capital; the team found 
that the Americans had one technically qualified man for every six workers 
while in Britain the ratio was one to 16." Unions and management both 
come in for criticism in the recommendations, in ways strongly linked to 
human capital. Unions are criticised for inflexible attitudes towards 
apprenticeships," while management are urged to make available facilities 
for training.” 

In Superphosphates and Compound Fertilisers, the summary 
emphasises differences in the conditions facing the British and American 
industries." Differences in raw materials," standardisation” and capital 
intensity" are all stressed. Union organisation was noted to be in its infancy 
in the US, but where it did exist, the report noted that all employees were in 
one union, irrespective of trade.” Finally, the report made a passing 
reference to the tough anti-trust laws in the US, which made firms reluctant 
to disclose information on costs.” 

Paige and Bombach found US/UK labour productivity ratios of 408 in 
blast furnaces and 269 in steel works and rolling mills.” The AACP report 
on Iron and Steel covers these industries and reports labour productivity 
Tatios between 186 and 292 for a number of products.” There is some 
discussion of the benefits of the rapid wartime expansion in the US, 
lowering the average age of the capital stock, a point emphasised by Frankel 
in his study of British and American manufacturing productivity.” Although 
chapter 3 on conclusions and recommendations offers little more than 
platitudes on labour and management, the more detailed chapters on these 
matters in part IHI of the report are more critical. The American system of 
representation of all workers at one steelworks by a single union is 
contrasted favourably with the British fragmentation of union structures 
along craft lines," while chapters 9 to 12 on works size and layout, plant 
engineering, costing and statistical records, and marketing are broadly 
critical of a number of key management responsibilities. 

The AACP report on Steelfounding found labour productivity in the 
American foundries visited between 50 and 90 per cent higher than in 
Britain." Paige and Bombach found a US/UK productivity ratio of 202 in 
iron and steel foundries.* The key factors emphasised in the AACP report 
summary are good factory layout and tidiness of working; use of power and 
widespread acceptance of machines; economy in the use of labour; 
standardisation of output; and application of the results of research." There 
is a great deal of emphasis on competition and incentives in creating a 
climate of productivity consciousness." In Britain, it is suggested that both 
sides of industry had settled for a quiet life of low effort and low 
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productivity organised on the basis of restrictive practices in product 
markets and in the use of labour.” Note that American labour is seen as 
conspicuously unskilled by British standards,” emphasising the importance 
of the relationship between product market strategy and human capital 
accumulation discussed above. 

The AACP report on Metalworking Machine Tools corresponds to 
Paige and Bombach’s metalworking machinery industry, where the US/UK 
labour productivity ratio was 221.'? The key factors stressed in the report 
are higher capital intensity and greater standardisation in America.™ 
However, suggestions that the American standardised mass-production 
system could be adopted in British conditions were regarded as impractical 
by a number of team members, who insisted that their doubts be included in 
the report.™ It was also noted that piece rates produced higher 
productivity.'” Apprenticeships were not considered necessary in America 
because jobs could be broken down.™ Again, this confirms the view that 
America's human capital was embodied more in supervisory rather than 
manual skills. The inflexibility of British craftsmen, reinforced by craft 
unions, was also noted.” 

Paige and Bombach report a US/UK productivity ratio of 466 for 
automobiles, trucks and tractors.“ Major components, including internal 
combustion engines, are included in this industry. The AACP report on 
Internal Combustion Engines is clear that the much higher productivity in 
America was due to the scale of standardised demand in the large domestic 
US market. In addition, however, the report recognises the importance of 
the backlog of demand in Britain, producing a sellers’ market, allowing 
profitable production without too much concern for productivity."° Again, 
the low proportion of highly skilled shopfloor labour in the US was noted," 
although this was countered by the greater flexibility of unions in the US; 
non-craftsmen were accepted, allowing better labour utilisation’ and 
standard measurement by time study was accepted by unions.'" 

Overall, then, the plant-level studies provide plenty of examples of 
concern over the human capital and bargaining environment issues 
discussed above. Indeed, the two issues often come together in remarks 
concerning the inflexibility of British craftsmen. 


VIII 
CONCLUDING COMMENTS 


The conclusions of this paper lead to a consistent picture of British 
industrial performance stretching from the 1930s through to the 1960s. Our 
econometric results turn out to be quite similar to those we published earlier 
for the 1930s." We find in particular that British industrial productivity 
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suffered from a relative lack of human capital formation and that the 
environment in which firms and workers bergained was conducive to 
overmanning and a failure to obtain the full potential productivity gains 
from new technology." It is important to recognise that these econometric 
findings are reinforced by the detailed case study evidence available in the 
reports of the Anglo-American Council on Productivity. Treated with 
suitable care, these reports represent the most important set of primary 
documents on post-war producti vity. 

The preceding sections present a strong prima facie case that the 
conventional historical literature is too sanguine about the Attlee 
government's economic policy. Arguments have been set out that accepting 
the short-run macroeconomic costs of a somewhat more Thatcherite policy 
would have had some benefits in higher subsequent productivity, that 
microeconomic, especially competition, policy was badly handled and that 
the macropolicy framework effectively ruled out some productivity- 
enhancing policies. This does not imply that tbe policy choice was irrational 
even though, in a sense, it was clearly short-termist. On the contrary, given 
the preferences of the electorate and the constraints of the situation the 
approach was highly understandable and in many ways commendable. 
Econometric evidence strongly suggests both that the electorate punishes 
government for rising unemployment and inflation and that Mrs Thatcher 
herself would not have been re-elected in 1983 but for the Falklands War.'* 
It is not at all surprising that for most of the post-war period attempts to 
sustain ‘social contracts’ took precedence over supply-side reform when 
there were trade-offs to be made. It was, however, costly in terms of 
productivity performance and this deserves to be given more weight in 
future assessments of the early post-war period. 

To many readers, our explanations for poor productivity performance 
will comprise a vaguely familiar picture, not so very different, except 
pethaps for emphasis, from the accounts to be found in many secondary 
sources." There is, however, a very important feature of the way our 
argument has been constructed, which distinguishes it from these many 
conventional treatments. The underlying reasons for Britain’s relative 
economic decline in our account are to be found in market failure and work 
through incentive structures. We make no appeal to explanations based 
either on culture or on irrational and persistent departures from profit- 
maximising behaviour. Similarly, we believe that it is misleading simply to 
recite the apparent inadequacies of British managers or trade union leaders 
in post-1945 Britain. What is important is to understand the key factors 
shaping their decisions rather than simply to assume a poor quality of 
decision making. We hope that the frameworks presented here make a 
useful contribution to such an exercise. 
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Earlier versions of this paper were presented at the Economic History Society Conference, 


1995, and in a seminar at the Centre for Economic Performance, London School of 
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Book Reviews 


RICHARD GRASSBY, The Business Community of Seventeenth-Century England 
(Cambridge: Cambridge University Press, 1995. Pp.xxx + 615; ISBN 0 521 43450 5, 
£50). 


It is impossible to summarise adequately this dense and absorbing study. Richard 
Grassby has set himself the task of dissecting the business community of seventeenth- 
century England with the aid of the original papers of more than 300 businessmen, 
great piles of other manuscript material, and every article and book on which he could 
lay his hands; the result is a work of mesmenc detail with a bibliography of 175 pages 
which, we are told, should not be regarded as comprehensive. Businessmen are 
defined as full-time operators who had at least £500 of equity and £1,000 working 
capital in all sectors of the economy except for agricultural production. That is, the 
study concentrates on big business and inevitably bas far more to say about Londoners 
— especially merchants — than provincials. However, since London houses such a large 
proportion of England’s commercial elite this hardly matters. Every aspect of the lives 
of aspirant and established businessmen is dissected: social origins and background; 
education; the sources of start-up capital; business practices; political attitudes; 
marriage partners; longevity; and a host of other topics. The details are bewilderingly 
rich although frequently the material will not allow any firm conclusions thus some 
merchants were chaste, others licentious; they could be wife loving or wife beaters; 
they were pious or anticlerical — and often it 1s not apparent which traits accorded best 
with economic progress. The context of the whole is Richard Grassby's belief that 
England’s fluid social structure, and especially the constant recruitment of thrusting 
would-be entrepreneurs from gentle families, gave an impetus to the development of 
business which was absent in many other parts of western Europe. We are also left 
with the impression that businessmen in seventeenth-century England were more 
dynamic than thedr forbears in the previous century. Unfortunately, the comparative 
analyses needed to substantiate such suggestions are not always available and some of 
the generalisations about the progress of English society may not stand up to close 
scrutiny. It may well be the case that ‘the commodity and capital markets became 
better integrated and the information system improved in quality and speed’ (p.174), 
but do we really know enough to say that the English economy achieved ‘modest 
increases in per capita real income and in output per head per man bour' (p.395)? 
Certainly 1 would challenge the suggestion that ‘real wages ... gradually increased’ 
(p.396) if reference is being made to the whole of the seventeenth century; conditions 
for many towards the foot of the social ladder did not begin to improve until the second 
half of the century. But such reservations apart, Richard Grassby has produced a guide 
to the business community of Stuart England which could hardly be bettered. It is 
doubtful whether any professional scholar has read so assiduously in his or her chosen 
field and it is a certainty that Richard Grassby stands alone as professional 
businessman and part-time scholar in terms of his diligence. Some of his broader 
generalisations may be difficult to justify but they are always well considered and have 
the feel of veracity. This fine evocation of the vibrant and kaleidoscopic world of 
seventeenth-century business is a most welcome addition to our bookshelves. 


University of Hull DONALD WOODWARD 
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DAVID R. GREEN, From Artisans to Paupers: Economic Change and Poverty in 
London, 1790-1870 (London: Scolar Press, 1995. Pp.xvii + 298; illus.; maps. ISBN 1 
85928 033 1, £45). 


As the subtitle of David Green's nicely produced and well written monograph 
indicates, his primary theme is the relationship between economic change and poverty 
in nineteenth century London. Much of the book, therefore, is concerned with fairly 
well worn aspects of social history — the structure of the artisanate, working-class 
living standards, the pattern of labour disputes, the growth of poverty, the increasing 
inability of the 1834 Poor Law to cope with it, and the rise of middle-class 
philanthropy. Of most interest to business historians probably are the carly chapters on 
the restructuring of the metropolitan manufacturing economy in the second quarter of 
the nineteenth century, although again some of the material has already been quite 
extensively explored by others. Green is somewhat optimistic in his reliance on early 
occupational censuses, but his use of Heary Mayhew provides yet further confirmation 
of Mayhew’s usefulness as a guide to London working life in the first half of the 
century. 


It has long been appreciated that London business was essentially smail scale; in 
this, as Green argues, there was little to chose between the metropolis and some 
provincial manufacturing regions. What did mark the capital out, however, was its 
high proportion (43 per cent) of one-man enterprises. Only Yorkshire came anywhere 
near that figure. There is also an interesting, if sometimes familiar, analysis of the 
response of London manufacturing to growing competition after the end of the 
Napoleonic Wars. While industries like watchmaking and silk weaving collapsed very 
swiftly, others survived by intensifying the division of labour and/or the further 
subdivision of work. This may have been a rational enough economic response, but it 
did serve to hold down living standards for many artisans, effectively setting them on 
the downward path to poverty. Perhaps the most original part of Green’s book involves 
an ingemous attempt to map the distribution of poverty in 1840 and 1870, although 
this analysis of indicators such as health, employment, fertility, population density, 
rateable value, and pauperism levels produces some fairly predictable results; at least, 
the wealthiest panshes in 1840 were still among the richest in 1870. More 
interestingly, the poorest parishes of 1840 were clustered in a belt around the City; 
only Bethnal Green was still among the poorest 30 years later. By this time the familiar 
east-west divide so evident in the later surveys of Charles Booth was already well 
established. Green’s work does show convincingly that some of the characteristics of 
London life identified by Booth, including sweating and middle-class charitable 
activity, originated in the first half of the century. 

All in all, this is a book which reads well with a text enhanced by clear diagrams 
and charts. It is, however, of limited interest to business historians while social 
historians will discover much in it that is already familiar to them. 


The Queen's University of Belfast KENNETH D. BROWN 
PHILIP RIDEN and JOHN G. OWEN, British Blast Furnace Statistics, 1790—1980 
(Cardiff: Merton Priory, 1995. Pp.Ixxxix + 212. ISBN 1 898937 05 2, £35). 


In this lavishly produced volume, the authors have brought together a mass of 
statistical information relating to the British primary iron Industry after 1790 — details 
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for the earlier eighteenth century having been published before. The statistics are 
divided into three parts: national output figures for 1788-1920, divided by regions; 
regional output series, together with information on the number of works and furnaces, 
and those in blast, with different starting dates, all running to 1920; and detailed 
information on every ironworks in the country, grouped by regions, including 
ownership and number of furnaces, and often other available data (but not serial output 
figures). It is the annual data for these which run, where available, to 1980, which take 
up most of the space in this volume. Together with an introduction, the first two 
sections are printed on the pages with Roman numeration; the third fills the pages 
carrying Arabic numerals. 

The whole forms an invaluable source both for national industrial history and for 
local researchers. It is difficult to think of any other industry for which such a mine of 
information has survived in publishable form. Among the reasons for its survival in 
this case must be the relatively large size and significance of each productive unit, the 
skill with which ironmasters organised and informed their lobby whenever legislation 
threatened, and the official mineral statistics published from 1854 onwards. 

The introduction makes clear, however, that the accuracy of the statistics is less than 
may appear at first sight. The authors, quite rightly, did not attempt to put together 
national figures for any years from their own piecemeal sources, but publish these only 
where national estimates were made by contemporaries. But these, as they show in 
detail, were generally flawed: among the most common faults were the missing out of 
some works or individual furnaces on the one hand, and the tendency to estimate annual 
figures by multiplying known weekly output by 50 on the other, though furnaces were 
never in blast continuously. Though these errors would work in opposite directions, it 
would be unwise to assume that they cancel out. The reader can be assured, however, 
that the compilers have used their incomparable knowledge to good effect to get as 
close to the real figures as will be necessary for any conceivable purpose. All those 
interested in the history of the British iron industry, and in industrial history in general, 
will be greatly in debt to authors and publishers for this unique source book. 


University of Sheffield SIDNEY POLLARD 


PANIKOS PANAYI, German Immigrants in Britain during the Nineteenth Century, 
1815-1914 (Oxford: Berg Publishers, 1995. Pp.XX + 301. ISBN 1 85973 092 2, 
£44.95), 


The study of Britain's ethnic minorities has always been relatively limited compared 
to that of other countries where immigration was more important: the United States, 
Canada, South Africa and Australia are the obvious examples. Those monographs 
which have been written have focused almost exclusively on the Irish and East 
European Jewish immigrants. Despite this, it was the Germans who represented the 
largest continental immigrant population in Britain for most of the nineteenth century 
and so it comes as some surprise to note that this book is the first survey of the 
Germans in Bntain before 1914. Panikos Panayi insists that this book should be seen 
as an introductory history following a model used by earlier historians writing on the 
development of the Jewish, Irish and Italian British communities. This leads to the 
principal divisions in the book, with five chapters of roughly equal length, on: the pre- 
nineteenth-century background; the German migration to Britain during the nineteenth 
century; residential, occupational, age and gender distribution of the immigrants; 
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ethnic organisations; and, finally, the British attitudes towards German immigrants. As 
one might expect from these broad chapter headings, the book is almost entirely 
descriptive. 

The chronological logic to the first chapter’s position is not supplemented by any 
other justification for the presence of this survey of secondary sources on anything 
German in Britain before 1800. It is an introductory chapter but not particularly well- 
conceived. This is because the issue at the heart of migration is an economic one, and, 
furthermore, one which Panayi is not very comfortable with. The second chapter 
attempts to put some numbers to the German migration movement to Britain in the 
nineteenth century, comparing it to the other British immigrations and the German 
emigration to the United States and other new world countries. There is an attempt to 
analyse the Germany-to-Britain flow, in particular by trying to compare the regional 
background of the Germans in Britain with those in America. Despite the lack of data, 
this is very creditable. Unfortunately, however, he is unable to capture much of the 
determinants of German migration because he does not ask the right question. 
Nowhere is there any comparison of British and German wage rates, unemployment 
leveis, regional differentials in wages and/or job prospects. Chain migration is not 
properly understood and virtually none of the enormous economic history literature is 
referred to. 

A survey of census data from 1861 is at the heart of the third chapter; we learn that 
London was the main city of residence, and sugar baking was the most important 
occupation 1n 1801, restaurant-waiting in 1911. The description of German working- 
class occupations is quite good and supplemented well from other, especially 
contemporary German sources. The age and gender data is not used very well. Few 
implications are drawn throughout, and, for business historians, the descriptions of 
either German firms or German immigrants’ business careers is disappointing. More 
could be drawn from the Dictionary of Business Biography in a couple of hours than 
from here. The final two chapters, dealing with the sociological themes of German 
immigrant communal organisations and the relationship between the German 
immigrants and their host population respectively, present some interesting 
information but, once again, in a non-analytical form. 

The value of this book lies in its survey of secondary sources, especially in 
German, and the gathering of basic materials relevant to the German immigration in 
Britain in one monograph for the first time. It fills, therefore, a gap in the literature, 
but not particularly well. For business historians, with an interest in the remarkable 
impact of German-born entrepreneurs on British activity and finance in the late 
nineteenth century, this book does not fill the gap at all. 


University of Reading ANDREW GODLEY 


AKIRA SATOH and RALPH MORTON, Building in Britain: The Origins of a 
Modern Industry (Aldershot: Scolar Press, 1995. Pp.xviil + 316; illus. ISBN 1 85928 
084 6, £45). 


This comprehensive study of the development of the modern British building industry 
was originally submitted by Satoh as a thesis at Tokyo University in 1986. The English 
version includes additional research conducted in the early 1990s and was completed 
with the editorial assistance of Dr Ralph Morton. The study charts the progress of the 
building industry from the later stages of the ‘medieval system’ in eighteenth-century 
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Britain, typified by independent master craftsmen and regulated by a range of craft 
guilds, to the emergence of a modem ‘capitalist’ industry in the nineteenth century 
based on the general contracting system and involving large scale businesses with the 
capacity for major building projects. 

The exploration of this transition involves two interrelated themes: the changes in 
the methods of operation and business organisation, and the developing technology of 
the building industry. Using a wide variety of sources and with reference to a number 
of illustrative examples, the study explores the spread of the fixed price contract and 
the rise of the single contractor as a more effective way of managing large scale 
building projects. Initially favoured by government agencies for public works, it was 
later adopted within the private sector for a wide range of construction works, 
including general house building. The work of individual builders is referred to most 
notably Thomas Cubitt as the first of the new breed of master builders whose methods 
of operation established the pattern for many of the great Victorian contractors. 

The importance of technical advances in building production are highlighted 
particularly the adoption of machinery and the transfer to the factory of operations 
previously completed on site. The detail of innovation is presented in the context of 
different building materials stone, wood and brick — and through the development of 
on-site machinery — pumps, pile drivers, cranes and scaffolding. Whilst it is 
acknowledged that the industry retained a very large number of small building firms, 
employing more traditional skills, it is argued that it was the top ranking builders who 
initiated the new forms of business and who were responsible for driving forward the 
pace of innovation. Dr Satoh’s thesis is that the principles of competition and 
productivity inevitably led to the appearance of more capital intensive methods of 
production — it was the larger firms that could afford to invest in the new technology 
and thereby benefit from the improving production efficiency. However this process 
of transformation was only made possible by the changes in business organisation and 
contracting which accompenied it The fixed price contracting system laid the 
foundations for new methods of integrated production and encouraged the growth of 
the larger general purpose construction companies. 

This study will be of value not only to those with a specific interest in the 
organisation and methods of building construction in nineteenth-century Britain but 
also to those with a more general concern about the processes of industrial production 
and business management. It provides a detailed and revealing insight into one of the 
largest sectors of the changing Victorian economy. 


Liverpool John Moores University STEPHEN JACKSON 


BILL LANCASTER, The Department Store: A Social History (Leicester. Leicester 
University Press, 1995. Pp.vii + 212; illus. H/back ISBN 0 7185 1374 6; p/back ISBN 
0 7185 1985 X, £12.99). 


In this readable and well illustrated book Bill Lancaster explains the origins and 
development of the impersonal shrines to consumerism whose physical presence 
dominates the landscape of many city centres and which have so far survived the 
onslaught of out-of-town retailing. The volume is essentially an original synthesis of 
secondary sources, especially the histories of individual companies written over the 
last four decades, which tells the story of the British department store, although there 
are brief comparisons with Paris and Chicago. The period surveyed stretches from the 
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mid-nineteenth century to approximately 1939; a second volume on post-war 
developments is promised. 

Despite its subtitle, ‘a social history’, the first six chapters could best be described 
as general history, incorporating material on the nature of the businesses, descriptions 
of the layout of the stores and character sketches of the more flamboyant 
entrepreneurs. To some extent the material embellishes what is already known, but 
there is a welcome emphasis on the provincial, as opposed to the metropolitan trade, 
in which Newcastle, not surprisingly in view of the author's undisguised affection for 
the city, occupies a prominent, but not undeserving, place. The focus on individual 
proprietors tends to mean that the business history of retailing is portrayed largely in 
personal terms but Lancaster resists passing judgement on the quality of retail 
entrepreneurship. Nevertheless, one is left with the impression that many store owners 
were slow to innovate and that new ideas were essentially imported, first from Paris 
and subsequently more extensively from the United States. To some extent, however, 
this can be accounted for by the different domestic market which they served, the 
already highly developed urban environment in which they operated, and the 
fragmented nature of property ownership in many town centres which necessitated 
piecemeal expansion rather than wholesale redevelopment on virgin sites. Chapter 7, 
which deals exclusively with these entrepreneurs, will be of most interest to business 
historians, while chapter 8 looks at the negiected area of employment and labour 
relations. Chapter 9 offers a vigorous, personal critique of recent studies of consumer 
behaviour but strangely neither this nor the following chapter on women look in any 
detail at the stores as sites of consumption; who their clientele were, how they used the 
shops and how the social composition of customers changed over time are assumed 
rather than explored in detail. 

This survey, therefore, opens up a much neglected field and can be profitably 
quarried by business and social historians alike; but it is not, sand presumably is not 
intended to be, the last word on the subject. As the examples quoted by Lancaster 
show, there are not only dangers in generalising about stores as physical entities in 
which retailers and customers interacted, but also in associating department stores too 
closely with a single form of business organisation. Some were single outlet business; 
others developed into multiples. Owners included individuals, ee large 
limited companies and various forms of co-operative organisation. The business 
history of retailing dealing with these complex pattems of ownership, and with 
finance, management, sources of supply, profitability, employment patterns, 
productivity and the relationship between retailing and urban commercial 
market has yet to be written. This book functions very effectively as an attractive 
window display, hopefully it will tempt business historians to follow in Bill 
Lancaster's footsteps and to explore the fascinating business world of the department 
store which lies behind it. 


University of Lancaster MICHAEL WINSTANLEY 


GORDON BOYCE, Information, Mediation and Institutional Development: The Rise 
of Large-Scale Enterprise in British Shipping, 1870-1919 (Manchester. Manchester 
University Press, 1995. Pp.xi + 346. ISBN 0 7190 3847 2, £40). 


Building extensively on a doctoral thesis which studied a single concern, the Furness 
Group, this book provides a detailed insight into the business history of British 
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shipping in the period when the industry still controlled almost one-half of world trade. 
Firstly, the general environment for shipping is examined, outlining how (as in many 
other sectors) this prompted extensive merger activity and the creation of a group 
structure based on the ‘Big 5’. This is then followed by an analysis of the 
informational channels forged within the shipping industry, looking especially at the 
distinctive type of holding company fashioned as a response to the need for both 
continuity and additional resources. Finally, executive recruitment and 
entrepreneurship are appraised, placing the whole study usefully into the broader 
business history literature and providing a fascinating perspective on such issues as the 
involvement in socio-political activities as an extension of the commercial world. It is 
particularly important to stress how Boyce makes a nonsense of the simplistic analyses 
of those who criticise British business generally for sticking to ‘personal capitalism’, 
demonstrating in graphic form how British shipping was able to retain a powerful 
competitive advantage because of the strong networks which underpinned the industry. 

While this book deserves to feature on every business history course reading list 
simply because of the insights it provides into networking, of far greater significance 
is the highly original use Boyce makes of economic theory to illustrate his claims. In 
particular, he applies principal-agent theory to explain why in a world of uncertainty 
and asymmetric information British shipping utilised networks to focus scarce 
resources like information, management skills and finance. It is an approach which 
Boyce claims is more realistic than Chandler’s preference for examining the inner 
workings of a business, and clearly in view of the extensive employment of 
networking in shipping his external perspective has great value. Of course, one must 
take issue with Boyce’s implicit claim that Chandler has led all business historians 
down a certain chosen path, because there are many who pay just as much attention to 
the external environment in explaining the strategy and structure of business. 
Similarly, one can also debate Boyce’s argument that in certain distinctive ways the 
shipping industry was unique. In fact, from studies of merchants and financiers, not to 
mention those of the cotton and woollen industries, it is clear that networks were very 
much a feature of their operations, at least up to the First World War, substantiating the 
earlier claim that business historians have not blindly followed the Chandler path. 

The main purpose in making these points is not to undermine the general value of 
Boyce’s work, but to emphasise how his approach could be profitably applied to much 
more of the research into business history. This point is poignantly demonstrated in the 
conclusion to this book, where Boyce expands on his study to undermine much that 
has been written about the allegedly damaging commitment to ‘personal capitalism’ 
and all its socio-cultural ramifications. He is careful not to be drawn into the ensuing 
debate about the reasons why after 1919 Bntish shipping lost its dominant position, 
but this will hopefully become the subject of a forthcoming study which will help to 
elucidate further the detail hidden by general explanations based on blaming 
‘institutional rigidities’ for Britain’s economic problems. In summary, business 
historians and those interested in trade and commerce will benefit enormously from 
reading this study. One must be wary of believing the claims about shipping's unique 
character, but in presenting a cogently-argued and theoretically-based study founded 
one extensive primary research Boyce has contributed substantially to our 
understanding of competitive advantage, and for this reason alone the book deserves 
wide approbation. 


University of Leeds JOHN F. WILSON 
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RB. WEIR, The History of the Distillers Company, 1887-1939: Diversification and 
Growth in Whisky and Chemicals (Oxford: Clarendon Press, 1995. Pp.xxii + 417; illus. 
ISBN 0 19 828867 0, £45). 


The Distillers Company (DCL) dominated the Scotch whisky industry for well over 
half a century, playing a leading role in the Scottish economy as it grew by merger, 
acquisition and diversification from an amalgamation of six grain distillers in 1877. By 
1939 DCL had interests in fuel, chemicals, industrial alcohol and yeast as well as in 
alcoholic drinks, while its marketing activities spanned the globe. This comprehensive 
reconstruction of the development of the firm and the industry it came to dominate 1s 
based on extensive archival evidence and meticulous research, and it will quickly 
establish itself as a major source for all historians interested in the firm and the 
industries in which it operated. 

Weir divides his material into three parts, with the first two providing a detailed 
narrative account of the foundation and subsequent growth of the structure and 
organisation of DCL up to 1939. Part three traces the diversification of the firm's 
product range during the first four decades of the twentieth century. Much of the 
Important statistical information is summarised in tables and graphs, and a useful 
appendix provides biographical details of the major protagonists. The story begins 
with an account of the development of continuous distillation technology, which is 
placed at the centre of the events which led six Scottish distilleries to combine in May 
1877 to form DCL. This was an amalgamation prompted more by the desire to 
preserve market share than it was by the promises of economies of scale, and the 
establishment of central control was a protracted process. Market conditions too 
proved unfavourable as spirit consumption in the UK entered a period of decline. By 
the early twentieth century, however, the enterprise had overcome some of these 
difficulties and was endeavouring to counter the effects of the shrinking home market 
by increasing exports and developing its interests in yeast production, which had 
become a vital source of income. 

For the Scottish whisky industry as a whole the 1890s were a period of turmoil and 
scandal, but for DCL the following two and a half decades were of greater significance 
as the firm embarked on a series of acquisitions which culminated in its union with the 
largest blending companies, Buchanan-Dewar and Walkers, in 1925. By 1930 a market 
value of £45.5m placed the firm sixth in the ranking of UK manufacturing concerns. 
Throughout this period the guiding hand of William Ross was much in evidence, both 
as a central figure in negotiations with other firms, and as the driving force behind 
DCL's diversification. These developments, foreshadowed by an abortive venture into 
acetone production during World War I, fundamentally transformed the enterprise as 
it expanded way beyond its traditional expertise in the production and marketing of 
whisky and acquired new competencies in chemistry and engineering. In addition new 
strategies were developed to cope with market conditions and powerful competitors 
for which domination of the whisky trade had ill prepared it. By 1939, when the firm's 
chemical interests came under government control, these activities were making a 
significant contribution to overall profits. 

This book is at its best when it provides a detailed chronicle of events within and 
immediately surrounding DCL itself. The level of attention to detail is impressive 
throughout, providing plenty of raw material for business historians researching 
particular themes in British business history, notably the processes of growth, 
diversification, brand management and R&D. Less convincing are the claims to locate 
DCL in its Scottish context, with the precise links between the firm and the national 
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economy receiving little attention, especially in the latter sections. It is difficult, for 
example, to ascertain the extent to which DCL was a significant employer of Scottish 
labour, or to understand why the diversification of the first half of the twentieth 
century took place largely elsewhere. Whisky enthusiasts will find some sections more 
congenial than others, aided by a separate index of distilleries which complements the 
extensive general index, for which business historians will be grateful. Dr Weir has 
certainly succeeded in demonstrating the potential to be found in DCL’s extensive 
archives, which will Re Oo ee Cram Ran ss Snes sumo S 
analytical approach. 


University of Leicester SALLY M HORROCKS 


GEOFFREY CROSSICK and HEINZ-GERHARD HAUPT, The Petite Bourgeotsie 
in Europe, 1780-1914 (London: Routledge, 1995. Pp.xi + 296. ISBN 0 415 11882 4, 
£45). 


The petite bourgeoisie as a social group and petit bourgeois enterprise as a form of 
business organisation have been sometimes disparaged, often neglected and typically 
poorly understood historically. Social historians and business historians will 
consequently welcome this study, which skilfully interweaves the authors’ own 


* extensive research on the subject with an expanding secondary literature, and 


providing a fresh perspective on the range of organisational forms that were 
accommodated with industrialising Europe and asserting the tenacity of small 
enterprise within a narrative that, until recently, has tended to assume the dominance 
of centralised production during the nineteenth century. Although the variation of 
experience both between and within individual economies precludes confident 
generalisation, the wealth of comparative evidence presented within this acceasible 
book allows some of the tenets of conventional wisdom to be challenged. The typical 
association of the petit bourgeois with conservatism, for example, is questioned as 
small enterprise, no longer protected by the guild or the corporation, is shown to have 
been creative and dynamic in the face of the emergence of capitalist structures of 
business organisation, and in a complex exploration of petit bourgeois political 
engagement, assumptions of political reaction or even extremism are revealed as crude 
oversimplifications: there were both variations and ambiguities in any alleged move to 
the nght. Gender issues make a welcome, if brief, appearance in this traditionally 
masculinist subject. The masculine veneer of small business, especially robust and 
impenetrable in artisanal enterprise, and confirmed by the sociable male-bonding of 
identity-formung trade societies, obscures the reality of its gender distribution of work. 
Much petit bourgeois activity was family-centred and implicitly drew on women’s 
labour and skill, and although the responsibility for many small retail enterprises was 
entirely female scant recognition of this survives in tbe historical record, a deficiency 
readily acknowledged, but hardly rectified, by the authors. 

The vastness of industrial change in nineteenth-century Europe and the evident 
financial fragility of much petit bourgeois enterprise, brought bankruptcy for some, but 
failed to remove the core of master artisans, workshop owners and shopkeepers, who 
retained — often through family and property — a distinct and ironically powerful 
economic character and maintained their coherence as a social group. Much more 
needs to be known about the interplay of various forms of business and various social 
groups within the context of industrialising society, but this study justly recognises the 


BOOK REVIEWS 101 


vitality of a distinctive organisational form. The authors are to be praised for their own 
tenacious primary research effort and for the way in which they have here lucidly 
combined it with the fruits of others’ works which, directly and indirectly, they have 
encouraged. 


Untversity of Leeds KATRINA HONEYMAN 


YOUSEFF CASSIS, FRANCOIS CROUZET and TERRY GOURVISH (eds.), 
Management and Business in Britain and France: The Age of the Corporate Economy 
(Oxford: Clarendon Press. Pp.xiv + 239. ISBN 0 19 828940 5, £30). 


The book of the conference has become an established type of publication, but even in 
the guise of edited highlights it is a form that carries substantial attendant risks. Unco- 
ordinated analysis and widely uneven quality are two of the more common hazards. 
Sometimes problems spring from weak, multi- or even non-existent editorship; at 
others they reflect the exploratory nature of the basic exercise. Yet, whatever the risks, 
in these days of the Research Selectivity Exercise the pressure to publish anything that 
meets very basic academic standards is overwhelming. Given these conditions, the 
volume under review, replete with a trio of editors, stands up fairly well. 

Cassis opens the proceedings with a useful introductory chapter that highlights the 
main points in the papers that follow. He is less successful, however, when be attempts 
to draw out a broad comparative analysis of management and business in France and 
Bntain during the past century and a half. He opts for a version of the convergence 
thesis based on comparisons of GDP per head. Even on these terms the thesis is highly 
questionable since the critical comparison is based on 1989, a year for which there is 
a high probability that estimates of purchasing power parity rates of exchange inflate 
the British position significantly above the trend, notwithstanding the enormous 
difficulties involved in these calculations anyway. A major problem centres around the 
effects of oil revenues on the exchange rate. In short, there is good reason to think that 
French GDP per bead was significantly above that of the UK at the end of the period, 
having overtaken it in the early 1970s. Such differences give added point to the stress 
that Cassis places on the contrasting variety in business organisation between France 
and Britain, even when due allowance is made for les différences which do not stand 
up to closer examination. Correspondingly, Cassis is right to emphasise the extent to 
which the evidence presented by the contributors to the volume runs counter to the 
Chandlerian typology of scale and scope with its assumptions of US management and 
corporate superiority. 

The main value of this volume to economic and business historians will be as a 
source of examples, especially as the chapters are predominantly single country 
studies. Three chapters on the family firm provide particularly interesting analysis of 
the non-US and non-Chandlerian nature of European business development: these are 
by Fitzgerald on marketing (with the focus on Rowntree and Cadbury), Chadeau on 
mass retailing in France and Le Vayer on Christofle, the family firm of silversmiths. 
Somewhat in contrast in this section, Tiratsoo chronicles the sad saga of Standard 
Motors between 1945 and 1955, in order to highlight the deleterious effects of 
endemic management shortcomings and politicized industrial policy in Britain. There 
are four chapters on education and training by, respectively, Sanderson, Meuleau, 
Grelon and Shaw. All contain useful information but it is a pity that they did not follow 
the lead of Sanderson by concentrating more attention on comparisons and contrasts 
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between the two countries in this crucial area. Finally there are chapters on business 
concentration. Daviet on the French chemical industry in the 1920s, Gourvish on 
British brewing between 1914 and 1980, Bussiére on the Bank of Paribas and Cassis 
on some comparative patterns of business concentration. The first three of these 
chapters tend to draw heavily on the authors’ earlier published work, whereas the last 
tends to rehearse fairly familiar material. 

There remains a minor mystery. The distinguished name of Crouzet appears on 
only the title page as an editor. But, after all, business historians should know a thing 
or two about marketing. 


University of Bristol . B.W.E ALFORD 


CHARLES H. FEINSTEIN (ed.), Banking, Currency and Finance in 
Between the Wars (Oxford: Clarendon Press, 1995. Pp.xviii + 536. ISBN 0 19 828803 
4, £48). 


This edited volume contains 20 essays which were first alred at a conference in 1992 
as part of a international networking exercise initiated by the European Science 
Foundation. The essays are arranged within three broad headings covering related 
aspects of the inter-war period. Most of the contributors are distinguished scholars 
from Western Europe and the collection as a whole is of high quality, extremely 
informative and it complements nicely some of the recent surveys of research on 
banking which have tended to concentrate on relationships between finance 
and industry in Central Europe and Scandinavia (such as P.L. Cottrell, H. Lindgren and 
A. Teichova (eds.), European Industry and Banking Between the Wars). The 
information and interpretations are to be welcomed both as updates of current research 
and as useful teaching material. With almost 30 authors, a review such as this can give 
po more than a glimpse of the issues raised. Part I deals with the International Context. 
In this, Feinstein, Temin and Toniolo provide an excellent survey of the reasons for the 
breakdown of the inter-war international order in European finance and trade; Jonker 
and van Zanden conduct an extensive comperison of the impact of banking crises in 
different countries; Feinstein and Watson present new estimates of international capital 
flows and highlight the most important causal factors; and Eichengreen and Simmons 
compare and try to explain the variety of exchange-rate regimes experienced at that 
time. Part II contains a series of comparative studies. Thus, Balderson highlights the 
greater uncertainties (compared to pre-1914) in the ‘new’ gold standard for both 
Britain and Germany; Asselain and Plessis seek to explain France's poor performance 
compared to fascist Italy. France is also judged to be the relative poor performer in 
Cassiers’ comparison of Franco-Belgian exchange rate policy; and Haavisto and 
Jonung contrast monetary policy in Sweden and Finland, two of many countries forced 
off the gold standard. Part III contains a dozen studies of banking developments in 
specific European countries: Germany (Hardach), Italy (Toniolo), France (Lescure), 
Austria (Weber), Poland (Landau and Morawski), Bulgaria (Berov), Britain (Capie), 
Ireland (Ó Gràda), Norway (Nordvik), Greece (Dertilis and Costis), Portugal (Reis) 
and Spain (Martin-Acefia). In total this is an impressive list and the outcome is a major 
contribution to the study of European financial experience between the wars. 
For the purposes of this review perhaps it will serve the potential reader better and 
provide a sufficient insight into the contents of the volume by highlighting just one of 
the studies, that of Jonker and van Zanden on banking crises? The authors contrast the 
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pature and impact of banking crises in twelve European economies and the USA. They 
examine the effects of contemporary commercial bank structures, portfolio 
distributions, policies and the implications for systemic stability. Even though the 
authors seems somewhat reluctant to point to the fragility of the universal bank system 
with its heavy commitment to illiquid industrial assets, tbeir results nevertheless, 
highlight the contrasting ability of the British credit banks. It seems to me that this sort 
of study meets fully the general aims of the ESF initiative in which history is 
envisaged as providing an essential perspective, offering fertile ground for extensive 
empirical comparisons with which to inform present-day theoretical and policy 
discussions. 


University of Leeds MICHAEL COLLINS 


CHRISTEL LANE, Industry and Society in Europe: Stability and Change in Britain, 
Germany and France (Aldershot: Edward Elgar, 1995. Pp.vii + 236. ISBN 185278 394 
X, £49.95). 


In an increasingly interdependent capitalist world is it possible for individual 
economies to cope with external shocks better than others? Francis Fukuyama’s 
optimism that Germany and Japan have found the formula for economic success 
through the right combination of modern capitalism and ancient culture, now seems 
misplaced. Christel Lane is more guarded. In her comparative sociology of the 
economic performance of Britain, Germany and France in the period 1973-93, she 
concludes that divergent economic behaviour is indeed possible largely because the 
response of industrial organisations to change is conditioned by factors deeply 
entrenched 1n national society. 

In many ways this 1s a sequel to her earlier book, Management and Labour in 
Europe: The Industrial Enterprise in Germany, Britain and France, incorporating an 
historical dimension which she acknowledged was missing in the earlier study. The 
result is a comparative analysis of recent processes of industrial and social change in 
Britain, Germany and France which draws upon a most impressive range of literature 
in sociological theory, economic history and political economy. 

As an introduction of many of the current debates in these disciplines it should be 
of economic value to the student. However, so wide-ranging is the coverage that it can 
offer little more than an introduction in many cases. Thus the question of whether 
capital exports hindered investment in British industry in the nineteenth century is left 
open. Porter's claim that the nation state has become more rather than less important 
for global companies at the present time is dismissed without much discussion, while 
it is merely ‘suggested’ that the financial system is at the very core of industrial order 
ee change cannot be accomplished without institutional reform in 

area. 

Dr Lane begins by examining each of the main theories of industrial organisation 
and change: the Marxist, the institutionalist, and those of flexible specialisation and 
regulation. None in her view manages to strike the right belance between global 
influences on the one hand and distinctive national behaviour firmly rooted in an 
historical context, on the other. However, the historical context is confined to the 
period 1880-1930. Although the selection of this period is justified on the grounds that 
it covers the second industrial revolution, it reflects an underlying bias towards 
Germany throughout the book. (Indeed, there are only four references in French in the 


104 BUSINESS HISTORY 


extensive bibliography.) While it may take some sense to trace the origins of many of 
the institutional features of German capitalism to this period, it is quite unsatisfactory 
for France or Britain. 

The themes selected for analysis include the relations between financial and 
industrial capital, corporate restructuring, the small business sector, industrial relations 
and the organisation of work, and the relations between state and industry. In most 
areas Germany is judged to incorporate best practice. Thus Dr Lane argues that in a 
successful economy, small and medium-sized firms are needed as well as large firms 
and that Germany has achieved the right balance and has the necessary cooperative 
culture. Even though she acknowledges that the cooperative culture in Germany 
involving the state, organised producer groups and representatives of financial capital, 
is much more resistant to swift change that the state-dominated one in France, or the 
unregulated one in Britain, she concludes that if Germany can effect such a change the 
results will be more stable than in France or Britain. 

History will be the judge, but in the meantime Dr Lane has offered a serious and 
stimulating book to a very wide audience. 


University of Westminster FRANCES M.B. LYNCH 


RICHARD FARNETTI, Le royaume désuni: L’économie britannique et les 
multinationales (Paris: Syros, 1995. Pp.123. ISBN 2 84146248 X, 79 FF). 


The central theme of this study is the growing contrast over recent decades between 
the diminishing relative strength of the British economy and the rising power of 
multinationals. Farnetti argues that this experience reflects a traditional British 
emphasis upon foreign investment, aided by the 1mportance of the City of London as 
a facilitator of international capital flows. The deregulatory policies of Thatcherism, 
together with the opportunities provided by the European Union, have given a renewed 
emphasis to the activities of large institutional investors and multinationals while 
doing little to solve the structural problems of the domestic economy and increasing 
social and regional inequality. He criticises the alleged reindustrialisation of the British 
economy since the mid-1980s and, like the Netherlands previously, he believes that 
Britain is headed towards becoming a rentier economy. Farnettl is particularly 
concemed that British influence in the EU is increasingly leading to the adoption of 
this Anglo-Saxon economic model by other countries. 

The unambiguous message behind this book is, in some respects, an update of 
Stephenson's Coming Clash which identified tbe threat to national sovereignty 
resulting from the activities of multinationals. Fametti emphasises, for example, the 
potentially destabilising effects of changes in company investment strategies and the 
very limited employment creation resulting from the production methods of Japanese 
multinationals. British conglomerates, like Hanson, are criticised for their short 
termism and asset stripping policies. He also singles out the large institutional 
investors, such as pension fund managers, for criticism. Confirming Lenin rather than 
Lawson, deregulation of the financial markets has led to increased investor 
concentration. In spite of references to the Maxwell experience, however, Farnetti 
provides little evidence that institutional investors must take much of the blame for the 
feebleness of British economic performance. Table 9 suggests that British pensioners 
get a worse return on their investments than their foreign counterparts and that there is 
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a large domestic gender difference, but it is not clear how these figures are reached or 
why this should be the case. 

Although this study makes interesting reading and clearly addresses pertinent 
questions, it attempts to cover too much in a short space with the result that much is 
dealt with in a rather superficial manner. In trying hard to be persuasive, it relies too 
much upon suggestion and received opinion and too httle on detailed analysis 
supported by appropriate evidence. 


Australian National University SIMON VILLE 


WILFRED FELDENKIRCHEN, FRAUKE SCHONERT-ROHLK and GUNTHER 
SCHULZ (eds.), Wirtschaft, Gesellschaft, Unternehem: Festschrift fur Hans Pohl zum 
60. Geburtstag (= Vierteljahrschrift für Sozial- und Wirtschafisgeschichte, Beihefte, 
Nr. 120) Stuttgart, Franz Steiner Verlag, 1995. 2 vols., pp.xiv + 1249. ISBN 3 515 
06646 2, DM198). 


The wish of 69 scholars, 26 of them not German, to contribute to this super-festschrift 
testifies to Hans Pohl’s place in historical research and its organisation, particularly in 
the fields of economic, business and Latin American history. The editors evidently 
found it hard to classify the contributions, and opted for simple alphabetical sequences 
within the three broad classes indicated by the title - economic, general and business 
history. It seems odd that the business history section was placed last, since it 
undoubtedly has the best wine. 

Of the 23 chapters in this section, this reviewer’s medals went to Geoffrey Jones’ 
survey of European multinational banking before 1914, which sums up the tendency 
of this research with a characteristically effective conjuncture of observation with 
theory; to Feldenkirchen's own chapter on why Siemens failed to gain a foothold in 
the USA before 1914 (personalities and chance, in the shape of a bad fire); and to 
Hidemasa Morikawa’s (English) study of successful family-owned enterprise in Japan 
— Toyota, Other useful chapters are Anthony Slaven’s account of the constancies in 
British shipbuilders’ survival strategies since 1921, and in the demands they made of 
the state; and Herbert Mathis’ taxonomic development of the concept of ‘business 
culture’ as a tool of business-history research. Also worth reading are the intelligent if 
slighter piece by fellow-Austrian Alois Brusatti on the implications of the concept of 
‘corporate identity’ for relations between business historian and firm; the clear account 
(in English) by John Neufeld and William Hausman of the impact of regulation on 
electricity supply in the USA; and E. Schónert-Róhlk's documentary study of German 
nineteenth-century wool firms’ asset-diversification into financlal securities. Mira 
Wilkins appraises (in English) the robustness of her theory of multinational 
development in the light of 20 years’ research; Harm Schröter describes the 
revitalisation and structural transformation of Nivea in the last three decades; and 
Horst Wessell relates an episode in the history of German investment in rubber 
plantations. I would also count as business history a fascinating depiction by Ernst Pitz 
of the twelfth- and thirteenth-century origins of European gilds, as an interplay of 
economic interest and political power. 

In the sphere of financial history, Gerd Hardach illuminates the failure of the 
Reichsbank's promotion of 'corporatist' self-regulation from 1980 as a policy for 
stabilising German banking, and the consequent switch in 1934 to public supervision. 
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Rosemarie Kolbeck sees dangers of over-regulation in the recent reaction of the same 
German supervisory system to the twin challenges of European harmonisation and 
new financial activities. The problem of ‘moral hazard’ is one aspect of this; 
inattention to this concept in modem financial theory maybe causes Peter Borscheid to 
exaggerate what the origins of accident-lability insurance reveal about the 
modernisation of mentality. Alice Teichova surveys the collapse of, and efforts to 
rebuild, the international monetary system in the 1930s; Rondo Cameron restates his 
view that dynamic banking was a necessary condition of nineteenth-century 
industrialisation; Gabriel Tortella has a piece (in English) on the history of the Banco 
Hispano Americana of Madrid; and Bernd Rudolph composes a Manschrift on 
financial derivatives, which should perhaps have been sent in draft to Barings. 

In this review the 45 non-business-history contributions must receive shorter 
notice. There are instructive contributions on aspects of economic and social policy. 
Hansjoachim Henning has a valuable account of the decay, in the early years of this 
century, of the disenfranchising penalties connected with German poor relief, and Kurt 
Jeserich has an invaluable account (to anyone interested in reparations) on the history 
of the Prussian tribute to Napoleon. In the field of foreign economic policy Konrad 
Repgen has an exegetical study of the customs clauses of the Treaties of Westphalia 
(1648), showing their aim of freeing commerce; Wili Boelcke reveals Germany's 
inter-war arms trade with China, attributing its termination in 1938 less to diplomatic 
loyaity towards Japan than to hope that Japan could furnish more foreign exchange; 
and Dietmar Petzina offers interesting reflections on the Federal Republic's niche 1n 
the politics and economics of east-west trade after 1945. A lively pre- and micro- 
history of ecology policy is supplied by Ugo Tucci's account of the town-planning of 
industrial location in nineteenth-century Venice; and there is a chapter by Ernst 
Opgenoorth on an aspect of the politics of early-modern Prussian tax administration. 

History of the early-modern economy is finely represented by François Crouzet’s 
analysis of Bordeaux's eighteenth-century preeminence over other French Atlantic 
ports, in which backhaul freights and international mercantile connections play their 
part; and by a roughly parallel study of the sixteenth/seventeenth-century Antwerp by 
Hermann Van der Wee and Jan Materne. And there is an informative historiographic 
review of the economic and financial system of late-colonial Mexico by Horst 
Pietschmann. Recent economic history as such 1s not well represented, however. 

Of the wider historical contributions, space permits only the mention of Lothar 
Gall’s elegant interpretative essay on modern nationalism, which represents it as a 
practical programme for connecting the unknown if promising future with the 
(perceived) familiarities of the past; of another by Klaus Hildebrand on the economic 
and political conceptions underlying Caprivi’s tariff policy; and of chapters by Antoni 
Maczak and Henryk Samsonwicz on the political and social systems of early-modern 
Poland. 

Festschrift reviewing is inevitably invidious, and my silence is unfair to the solid 
contributions of quite a few of the 35 unmentioned authors. However others do seem 
to have ended up producing in haste what they had promised at leisure. I, along with 
the editors, other reviewers and Professor Pohl himself, will be among the few ever to 
read this mammoth work from cover to cover (in my case regrettably excluding three 
contributions in French or Italian). It was not without ennui, but overall the very 
variety made it a mind-developing experience. 


University of Manchester THEO BALDERSTON 
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JOHN K. BROWN, The Baldwin Locomotive Works, 1831-1915: A Study in 
American Industrial Practice (Baltimore and London: Johns Hopkins University 
Press, 1995. Pp.xxxii + 328; illus. ISBN 0 8018 5047 9, £30). 


More books must have been published on various aspects of railway history than 
almost any other technology; yet only a small proportion of them have been written by 
scholars, and even fewer have discussed the subject of locomotive manufacture. In 
fact, the subject of John Brown's book — American locomotive-bullding in its 
nineteenth-century heyday — has been (pace the work of American historians John H. 
White) surprisingly neglected. This study is therefore of great interest, especially since 
it examines the development of the Baldwin Locomotive Works. Founded in a 
backstreet Philadelphia workshop by a local engineer, Mathias Baldwin, the Baldwin 
Locomotive Works became the world's largest and must successful locomotive builder 
in tbe nineteenth century. Shortly after 1900, it had a workforce of over 18,000 and 
was producing over 2,600 locomotives a year to hundreds of different designs. 

In approach, Brown mixes analysis with a straightforward narrative style, drawing 
on tbe company's papers at the Historical Society of Pennsylvania and a wide variety 
of otber primary materials. He describes the company's founding in 1831 and its early 
history up to 1860, and then covers the company's subsequent development in 
thematic chapters. The themes include: the nature of the locomotive market in 
America and the way in which Baldwin adapted to a railway business which demanded 
continuous technical change; Baldwin's pioneering of new internal management and 
organisational controls; labour relations and the character of the workforce 1n the 
labour-intensive world of engine-building; the nature of the construction process and 
the way in which Baldwin reconciled parts-interchangeability with custom-engine 
building, while becoming the first large American factory to harness electricity. A final 
narrative chapter examines Baldwin between 1900 and 1915, a period which saw the 
company at its peak, yet also on the verge of a long-term decline (it finally ceased 
production in 1956) as orders from American mainline carriers steadily dwindled. 

Fluently written, and beautifully produced and illustrated (to a quality British 
business historians can only envy), this book maintains the high standard set by the 
other volumes in the Johns Hopkins University Press's "Industry and Society' series. 
It is an important contribution to railway history, but it also has a wider relevance to 
the debate on the nature of American (and European) industrialization. By focusing on 
the origins, growth and operations of America's largest capital equipment company, 
Brown makes some telling points against those historians who see American industrial 
history largely in terms of the steady march and triumph of mass-production 
technologies and management-led business strategies. He shows that although 
Baldwin became one of America's biggest businesses (by 1907 it was amongst the four 
largest US industrial employers), it did so without a commitment to managerial 
hierarchies and high-volume technologies. Why? Because locomotive-building was 
different from industries such as steel, sewing machines and bicycles. It was a largely 
customised market — in 1890, for example, Baldwin made nearly a thousand 
locomotives to over 300 different designs — and the company had to devise its business 
strategies accordingly. Brown's argument, that the locomotive builders’ ability to 
influence demand and technology was strictly circumscribed by the market, is all the 
more striking because Alfred Chandler, Jr. and many others have seen the railways as 
a key part of production-driven American corporatism. 

The fact that Baldwin went into steady decline after 1905, when its reactive 
management failed to anticipate and adapt to market trends, might undercut Brown's 
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arguments in the eyes of some; however, his assertion that capital equipment firms 
such as Baldwin had to follow a very different route to the high-volume producers is 
mostly a convincing one. His study will take its place amongst a number of recent 
outstanding books — Philip Scranton on Philadelphia textiles, John Ingham on 
Pittsburgh metal producers — which show a rather more complex US industrial 
landscape than the Chandler school allows. 


Manchester Metropolitan University GEOFFREY TWEEDALE 


ARDIS CAMERON, Radicals of the Worst Sort: Laboring Women in Lawrence, 
Massachusetts, 1860—1912 (Chicago: University of Illinois Press, 1994. Pp.xix + 229; 
illus; maps. ISBN 0 252 02013 8, $36.95). 


Cameron examines local influences which supplied the ingredients for worker protect, 
principally the strikes of 1882 and 1912, in the textile city of Lawrence. The study 
aims to establish the central place of women in community networks and in the 
initiation and conduct of the strikes. It is divided into four parts, half devoted to events 
around 1882 and the other half concerned with the more famous strike of 1912. For 
each episode Cameron offers a similar sequence of events: common worker interests 
in work and, more especially, the community, the combined role of women as workers, 
consumers and parents as promoting militancy and collective action, and subsequent 
attempts by local elites and male unionists to delimit female roles. The argument is 
based on newspaper accounts, census data, oral history and some corporate and charity 
archives and the book includes 24 prints or photographs, five maps and several tables. 

Chapter one discusses patterns of female employment between 1860 and 1880 as 
Irish and French Canadian migrants entered the mills. As well as emphasising the role 
of working women, Cameron pays particular attention to independent, self-supporting 
women whether single, widowed or deserted and to the variations in households. 
Chapter two considers the 1882 strike and women's involvement in starting and 
sustaining the campaign. Together these two chapters develop Dublin's work on 
antebellum Lowell which traced the passing of Yankee women's unionism in the face 
of the fragmenting effects of immigration. However Cameron argues for some 
continuities with the earlier tactics and language of protest and highlights the 
emergence of forms of collectivism inspire of the ethnic and cultural changes. Chapter 
three looks at the arrival of ‘new’ immigrants from southern and eastern Europe, 
identifies links to European textile working and emphasises co-operative elements and 
women’s interrelations in the working-class neighbourhoods. Finally chapter four 
discusses the 1912 strike, arguing that it was a response to rising food prices, poor 
urban conditions, and the effects of more intensive work regimes. Again the 
importance of women in community networks is stressed and the role of the IWW and 
union organisations is given less weight. Post-1912 Americanisation efforts are 
presented as middle-class moves to integrate immigrants and to fashion a less radical 
and less work-based model of female behaviour, though Cameron notes the 
uncertainties over whether such goals were realised in practice. Overall this is a good 
study, well grounded in the literature and presenting a nuanced case which fits neatly 
into its place as a contribution both to two series, ‘Women in American History’ and 
‘The Working Class in American History’. The scope for collectivism is well make, 
though there is a danger of understating the fragility of community structures, 
especially in economic terms, with the mobility of workers and tendencies to work 
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elsewhere during strikes deserving more attention. The relationships between local 
activists and unions and other institutions is reminiscent of literature on the civil rights 
movements and suggests scope for further study. The narrow focus of the study limits 
its value in certain respects for business historians, but it touches on central themes of 
US economic and social history from 1860 to 1914. 


University of Glasgow MICHAEL FRENCH 


CARROLL PURSELL, The Machine in America: A Social History of Technology 
(Baltimore, MD: The Johns Hopkins University Press, 1995. Pp.xvi + 358; illus. 
H/back ISBN 0 8018 4817 2, £37.00; p/back ISBN 0 8018 4818 0, £13). 


This brief survey of the social history of American technology from colonial times to 
the present is a brave attempt to introduce readers to a subject which has usually been 
deemed insccessible. Machines, innovations, engineering and science are complex and 
specialised subjects broached only with care and in small doses. Yet they are essential 
ingredients in understanding how and why a society functions in the way it does. 
Carroll Pursell, who has spent an academic lifetime in the history of technology, here 
wishes to demonstrate not only how the history of American science and technology 
is central to any understanding of the past, but that this information must be integrated 
into basic American history textbooks. 

Taking conventional periods of history such as colonial times, the early years of 
nationhood, the later nineteenth century and the twentieth century, be sketches out 
broad themes. Initially medieval technology was transplanted to the New World 
environment. This was replaced with an industrial technology borrowed from Europe. 
Science and organisation refashioned this into an American style which has now 
become a postmodern corporate power-mass in need of restructuring. Information 
about particular inventions like Oliver Evans’ automatic flour mill of the late 
eighteenth century and the post-World War II automatic tomato picker, or about more 
general processes like interchangeable parts and the introduction and spread of 
sewerage systems can be casily ascertained. Yet the social interpretation of these 
technologies is more important. The broad theme of substitution of machinery for 
labour is highly important prior to and even into the twentieth century. In a nation with 
abundant resources, shortage of labour put a premium on labour-saving machinery, 
standardisation and organisation to bring flow patterns of production. Fordism and 
Taylorism was the fruition of these strands of developments. Then the application of 
science, both in its pure form of chemistry or physics and in its applied form of 

competency created the modern form of mass production which would 
result in automation. The intervention of the federal government, driven in large part 
by military imperatives, diverted the progress of market-induced technologies for 
civilian consumption. Eventually this meant that the hegemony established by the 
United States increasingly became subject to difficult readjustments. Lean production, 
as an alternative to the methods and assumptions of mass-production may be one way 
of making American production more profitable. But the shift in power from the centre 
to the peripheries will also have to become more visible elsewhere. 

The Machine in America is not a dry and boring volume. Like the traditional 
economic history written by historians rather than economists, this book is meant to be 
tead and appreciated by a wide audience. It is easy to digest. The argument is 
straightforward, the examples and illustrations are plentiful and the style is basic. 
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Indeed at times the book is reminiscent of undergraduate lectures with lists of 
important points. The text moves along rapidly — perhaps too rapidly, because specific 
chapters end abruptly and the twentieth century is short-changed. The differences of 
gender, race and class are acknowledged, though not thoroughly integrated. The brief 
bibliographic essays for each chapter are tantalising as much for what they do not as 
what they do include. But this book wzs always meant to be a personal statement. If it 
encourages more people to examine and question the role of technology and more 
historians to include discussions of technology in their teaching and writing then it will 
have succeeded in its purpose. 


University of Nottingham MARGARET WALSH 


ROBERT WHAPLES and DIANNE C BETTS (eds.), Historical Perspectives on the 
American Economy: Selected Readings (Cambridge: Cambridge University Press, 
1995. Pp.xiv + 636. H/back ISBN 0 521 46107 3, £45.00; p/back ISBN 0 521 46648 
2, £16.95). 


This compilation of selected readings from the ‘best sellers of recent American 
economic history’ covers economic growth, money and banking, transportation, 
technical change, agriculture, slavery and labour. The period is mainly the nineteenth 
and twentieth century up to 1941. In their introduction to students, the editors argue 
that ‘textbooks are intellectual fast food lacking in both flavour and nutrition’ and that 
a proper diet requires a grittier supplementation. The selection was chosen from a 
syllabus exchange organised by the Committee on Education in Economic History in 
1991. The book is laid out thematically and chronologically. Two of the 19 essays date 
from the 1960s, ten from the 1970s, five from the 1980s and two from 1990. Each 
section is prefaced with a helpful bibliographical introduction setting the debate in 
context. 

The selection opens with Donald McCloskey’s plea to economists ‘Does the Past 
have Useful Economics?’ Then follow two essays on the colonial and early national 
economy ‘An Economic Interpretation of the American Revolution’ by Marc Egnal 
and Joseph Ernst, and "The Market and Massachusetts Farmers’ by Winifred 
Rothenberg. The slave South is served by four essays the editors recognise students’ 
taste for the exotic. These are David Galenson on indentured servitude, ‘The Anatomy 
of Exploitation’ from Robert Fogel and Stanley Engerman’s Time on the Cross, the 
Paul David and Peter Temin critique of the latter in Reckoning with Slavery, and the 
Fogel and Engerman rebuff justifying their views on the relative efficiency of slave 
agriculture. The South since 1865 is treated by Roger Ransom and Richard Sutch in 
"The Trap of Debt Peonage’, and a useful essay on recent modernisation by Gavin 
Wright. 

American economic growth is covered by Alfred Chandler's essay on ‘The 
Railroads: The First Modem Business Enterprises ...', Fogel on social saving, Jeremy 
Atack's analysis of Chandler's thesis, the ‘Origins of American Industrial Success’ by 
Wright and a brief account of ‘Federal policy, Banking Market Structure, and Capital 
Mobilization ...' by Richard Sylla. There are two short essays on Populism — Anne 
Mayhew's re-appraisal of the causes of farm protest and Hugh Rockoff's entertaining 
‘The Wizard of Oz" as a Monetary Allegory’. The essential — and useful — bow to 
gender is provided by Claudia Goldin in “The Changing Role of Women: A 
Quantitative Approach'. The Great Depression is addressed by part of the 'Great 
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Contraction’ chapter in the Monetary History by Milton Friedman and Anna Schwartz, 
and Temin’s critique of the latter in Did Monetary Forces Cause the Great 
Depression? 

American economic history specialists will probably have already read many of 
these articles. Nevertheless some will be a pleasant surprise. Wright's essays for 
instance open up relatively new themes, and Rockoff’s essay is fun. Who would have 
guessed the Yellow Brick Road probably means the Gold Standard, and that Oz stands 
for ounce! A more serious problem is that the choice of entries — no doubt faithfully 
reflecting its sources — is obviously somewhat skewed. Hence for instance there is not 
much on America post-1940. The title is quite misleading in this respect. The essays 
‘are also indicative of mainstream research in economic history’ and some are quite 
difficult. Most British students would probably need additional material of a more 
broadly based different kind. However American seniors or postgraduates with a good 
knowledge of US history and cliometrics will find the package very useful. Alongside 
a good nominated textbook, the compilation could form the core of an effective course, 
enabling many students in the American system anyway to go no further than the 
campus bookstore! Whether such a degree of convenience is as educationally 
nourishing as the editors suggest is another question, but it should win good course 
reviews! 


University of Leeds J.R. KILLICK 


STUART BRUCHEY (ed.), Entrepreneurship in Maine: Essays in Business 
Enterprise (New York and London: Garland Publishing, 1995. Pp.vi + 201. ISBN 0 
8153 1960 6, $47). 


This volume which belongs to Garland’s ‘Studies in Entrepreneurship’ brings together 
nine essays on business enterprise on Maine covering a range of industries from the 
middle of the 1840s to the 

The chapters are concise and of uniformly high quality; all are based on original 
archival research. There are two papers on the nineteenth century iron industry. Craig 
Cowing in his essay on the Kathadin iron works tests the hypotheses of Fogel and 
Engerman and Temin about the relative roles of demand and supply, and Bruchey's 
thesis about the impact of tariffs on the development of the US iron and steel industry 
at mid-century. Using the archives of the same company, Thomas Desjardin, describes 
the fortunes of the charcoal-burning firm for a later period (1876-1890). The firm 
relied on exploiting a traditional technology which like elsewhere had its inherent 
limits. Desjardin also draws our attention, as do many of the other essays, to Maine’s 
geographical location. The firms had difficulty recruiting and maintaining a labour 
supply, but because of its location was able to mix Spanish and Maine ores to 
overcome problems encountered in the smelting process. The expansion of the labour 
market a theme in Steven Budney’s chapter on a textile firm in Lewiston in the second 
half of the nineteenth century. From the 1870s on, French Canadians migrated to work 
1n the mills. Here a comparative study would have been instructive: How did French 
communities differ ın Maine from those found elsewhere in New England? More 
generally — and all essays suffer from this problem — there is very little mention of 
Canadian Maritime and Quebec economic development. There is a vast literature on 
Maritime decline which the authors do not refer to. An exception in this regard is 
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Sarah Hallet's study of the Maine railroads which provided a direct Jink between 
Portland and Montreal. 

The remaining chapters cover the twentieth century. Technological obsolescence 
resurfaces in Jaylene Roth's account of wooden boat building; labour supply problems 
and paternalistic industrial relations reemerge in Charles Outwin's study of a retail 
merchandising enterprise. The latter is the longest and most detailed chapter in the 
collection and has the virtue of setting the growth and decline of the enterprise in the 
context of Maine's demographic histocy. The service sector is dealt with in Gayle 
Finkbeiner's brief history of summer camping. The perennial themes of location and 
resources reappear in Kenn Finlayson's chapter on shipbuilding and paperbacks — at 
first pass a unlikely combination during World War II and Thomas McCord’s piece on 
the potato processing industry. A Maine company became the first to distribute a 
frozen French fry that won consumer acceptance, but as the industry expanded 
nationally the round, white potato indigenous to Maine could not compete with the 
large, low sugar type found in the US West. 

The collection is lacking introductory and concluding chapters that would tle 
together the contributions. What are the basic outlines of Maine’s economic history? 
What are the general questions concerning its economic history? A comprehensive 
bibliography would have added to the value of the volume. Despite these 
shortcomings, the collection fills a void and is worthwhile reading for those interested 
in maritime communities and New England economic and business history. 

One final note. The essays were written by graduate students in Bruchey's seminar 
at the University of Maine. I hope that this project has encouraged the students to 
pursue their work in business and economic history. 


Université de Montréal MICHAEL HUBERMAN 


GRAHAM D. TAYLOR and PETER A. BASKERVILLE, A Concise History of 
Business in Canada (Toronto, Oxford and Now York: Oxford University Press, 1994 
[UK 1995]. Pp.xvii + 491; illus. ISBN 0 19 5409878 7, £13.99). 


This book is described as a concise history of Canadian business, but is actually over 
500 pages long. Broadly speaking it is chronological and looks at themes from before 
European contact until the end of the 1980s over various periods of time. The book is 
co-authored: Baskerville wrote the sections up to 1885 and Taylor wrote the 
introduction and the sections following 1885. 

One of the interesting findings of this book is that, during the period since 
Confederation in 1867, the most important of Canada's federal and provincial state- 
owned enterprises (known as Crown corporations) were created by right-wing rather 
than left-wing politicians — in particular the Canadian Conservative, R.B. Bennett. 
However, other types of governmental intervention, such as the regulation of private 
sector business, were constrained by Canada's highest court before 1982, that is to say 
tbe Privy Council. In 1937, for example, it found a Dominion agricultural marketing 
board to be unconstitutional. 

As well as focusing on the history of business in the two central provinces of 
Ontario and Quebec, Taylor and Baskerville also give extensive coverage to the 
business history of the other provinces. They also consider the important debate on the 
impact of the ‘National Policy’ and whether it was responsible for the uneven regional 
development of Canada. Taylor and Baskerville also look at another aspect of the 
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‘National Policy’: namely whether it resulted in Canada becoming over dependent on 
‘branch plants’ of American business. 
Taylor and Baskerville try to encompass groups that have previously been 
by business historians. In the early part of the book, they suggest that the 
contribution of native Canadians to the business development of Canada — even before 
European contact — has been overlooked. They also seek to suggest that female 
‘business people’ were active in Canada from the earliest days. However, not 
unexpectedly, they only find very small numbers of female business people in the pre- 
World War II period. The term ‘businessmen’ might actually give a better sense of the 
exclusion of most women from business and commerce in the pre-war period. Indeed, 
Taylor and Baskerville might have looked at tbe various social bodies which 
reinforced male-domination in business for example, organisations such as the 
Shriners or the Rotary Clubs. 

Overall, the book contains a comprehensive survey of the secondary sources on 
Canadian business history. This is reflected by an impressive number of footnotes and 
references which will be of considerable benefit to those who wish to follow up the 
many different themes covered in this book. One minor defect is the use of panel 
insertions (sidelights). This North American practice may be finding favour with some 
British publishers too. However, it tends to distract attention from the main text — 
especially when, as in the case of this book, the panel insertions also contain important 
material. There are also a number of oddities such as a reference to the "Jersey 
Islands', presumably the Channel Islands, and a single reference to a fur trading 
company, the XY company, a contemporary of the North Westand Hudson's Bay 
companies, without placing it in historical context. 

This book i the first of its kind: and: unlike maay tenibooks published 10 tho 
United Kingdom, it has been published in a relatively inexpensive paperback edition. 
Notwithstanding the length of this book, its price should ensure that it meets the needs 
of the students it was written for. It also serves as a very useful introduction for 
researchers interested in Canadian or comparative business history. 


University of Wolverhampton RICHARD A. HAWKINS 


R.A. BROWN (ed.), Chinese Business Enterprise in Asia (Routledge, London and 
New York: 1995. Pp.xiii + 251. ISBN 041511487X, £40). 


Much of the East Asian miracle has a distinctly Chinese flavour, whether we look at 
the mainland itself, at such distinctly Chinese states as Hong Kong, Taiwan, or 
Singapore, or at the Southeast Asian tigers with their influential Chinese minorities. 
And as the miracle attracts scholarly attention, so scholars have uncovered, in China 
and elsewhere, much longer historical traditions of business enterpise and economic 
progress than was once thought So, Chinese business enterprise has become a 
flourishing subject. It is a key theme in recent economic development literature and 
the cornerstone of innumerable MBA courses on Asian management. Economists ask, 
is East Asian success to be explained in whole, or in part, by Chinese business 
practices? How do these practices differ from their western and Japanese counterparts? 
What are the cultural roots of Chinese business practices? How has Chinese business 
coped with the various state forms and political hostility it has at times encountered? 

Familiar themes include the significant role of the Chinese family, the 
development of Chinese business networks, and the use of such networks to sustain 
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overseas business enterprise. Key institutions such as finance and equity ownership are 
also considered vital features of the Chinese pattern, while a general ‘Confucian 
ethics’ 1s sometimes seen as a clue to Chinese business success. 

The subject, though, remains elusive. Many of the features taken as characteristic 
of Chinese business (especially the family) have been characteristic, too, of western 
and Japanese business. The current success of East Asian countries have echoes in 
other parts of the world, far away from any significant Chinese involvement. 
Moreover some factors are now seen as elements of Chinese business success (such as 
the Confucian ethic) which were formerly held to explain economic stagnation. More 
fundamentally, entrepreneurship has never satisfactorily been drawn into the 
mainstream of neoclassical economic theory. Entrepreneurship is about individuals 
and particularities; neoclassical economics has no individuals and deals with the 
general. For these reasons the topic needs to advance through detailed studies by 
scholars of particular cases. From these we may, indeed, generalise with more 
confidence, and we may also understand the workings of business behaviour within 
the detailed institutional economic framework which gives studies of entrepreneurship 
their analytic rigour. 

The present volume is greatly to be welcomed as a step in the right direction. Dr 
Brown has brought together a range of new work; much of it historical, which gives 
us a series of spotlights on regions and topics. By no means do these spotlights merge 
to give us a full and comprehensive picture, though that would certainly be asking 
much. To an extent, though, the broader picture is given by the editor herself in a wide- 
ranging and perceptive introduction. The core of the volume lies in eleven case-studies 
of Chinese business enterprise. Many of the authors have already made significant 
contributions to the subject and most of these essays present extensive onginal 
research: some go beyond a narrow focus to give more general perspectives. The very 
virtue of the volume its range of subjects and approaches makes a comprehensive 
review difficult. However, two broad themes run through most of the papers: the 
complexity and individuality of Chinese business, which defy easy generalisation, and 
the importance of institutions in under-pinning the operations and success of Chinese 
enterprise. 

Three of the papers deal with aspects of Chinese business history: Andrean 
McElderry discusses how financial institutions in the nineteenth century were 
developed to reduce trading risks; Robert Gardella shows how early accounting 
systems were developed; and David Faure explores family links and equity holdings 
in late nineteenth and early twentieth century business. All the other papers deal in one 
way or another with ‘overseas Chinese’. There are two papers on the Philippines 
(Ellen Palanca looks at the role of Chinese business families since the end of the 
nineteenth century, while Daniel van den Bulcke and Zhang Hal-yan discuss Chinese 
family-owned multinationals) and two on Indonesia. Of the latter, Okke Braadbaart 
gives a convincing and rigorous argument against attributing Chinese business success 
to 'ethnic advantage', while Peter Post gives an interesting study of the neglected field 
of Japanese and overseas Chinese economic relations in tbe region before the Second 
World War. Choi Chi-cheung, in a study of the Hong Kong-based Kin Tye Lung 
Company, shows how the Chinese firm changed through the waxing and waning 
fortunes of different sections of the family (‘competition among brother’, while 
Wellington Chan explores the early growth of the Wing On Company, with its 
businesses in Australia, Fiji, Hong Kong, and Shanghai. Leo Downer contributes a 
valuable chapter on overseas Chinese investments and remittances from South China 
before 1949. The paper by Wong Sun-lun is the most general in the collection, and 
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discusses cultural values and the state in Hong Kong and Singapore: the author 
suggests that despite the different paths and patterns of entrepreneurial growth there is 
now considerable convergence, so that ‘both cities may play a key role in the emergent 
global network of Chinese business’. 

Several of the chapters in this book, and Dr Brown’s own introduction, may cast 
doubt on any ‘emergent global network of Chinese business’, but as Dr Brown says, 
‘it is abundantly clear that the chapters in this volume do not fall into any neat line of 
interpretation about the nature of Chinese business structure, strategy and 
performance’. The volume will be welcomed because it does present a diversity of 
views and analyses on a complex and important subject; it adds both to our 
understanding of the economic history and of the economic present of a fairly 
significant part of the world. 


University of New England MALCOLM FALKUS 


MARTIN FRANSMAN, Japans Computer and Communications Industry: The 
Evolution of Industrial Giants and Global Competitiveness (Oxford: Clarendon Press, 
1995. Pp.xxiii + 540. ISBN 0 19 823333 7, £30). 


Increasingly the economic historian is having to come to terms with the rise of 
Japanese business. Because of the linguistic and cultural differences that divide East 
and West, most of us can do little more than muddle through using the meagre 
literature that has so far been produced. This impressive book is thus doubly welcome: 
not only is it a major contribution to the literature of business history in its own right, 
it also fills a massive void in the bistory of Japan's most important business sector. 

Perhaps the most valuable aspect of this book is that it puts in one place much of 
what one could reasonably want to know about the Japanese information technology 
industry — which the author generally refers to as the Information and 
Communications (IC) sector. While this book is formidably large (over 500 pages), it 
is superbly organised and easy to navigate. Spending an hour or two with it is 
sufficient to make plain much of what was previously obscure. 

The book opens with two chapters that, respectively, define the scope and 
approach of the book, and provide thumbnail histories of the individual companies. 
The next three chapters describe the evolution of, respectively, the Japanese 
telecommunications, computer, and optical-fibre industries. The latter choice struck 
me as odd because it is a component- rather than a system-based industry (and, 
therefore, why not chapters on the semiconductor or software industries?). The next 
three chapters study in turn the major computer firm NEC, and the 
telecommunications giants NTT and DDI. These three are broad-based firms that cross 
sector boundaries and help integrate the foregoing sector studies, though at the cost 
some overlap and repetition. I found that the analysis of the three industry sectors 
followed by the histories of these three major firms left me with a confused mental 
model of the real taxonomy of the industry. This is not necessarily a criticism of 
Fransman, since real history rarely makes for tidy classification, but I was left 
wondering if things could not have been made a little plainer. A final chapter wraps up 
the story. Readers wanting the big picture without the detail will get most of it from 
the two opening chapters and the conclusion. 

A real difficulty of reviewing a book of this scale is that one lacks the knowledge 
to evaluate it all at a detailed level. I cannot speak with authority on the 
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telecommunications or fibre-optics sectors, but I know something of the computer 
industry. My impression 1s that the author’s grasp was sound but less than perfect, and 
occasionally he exudes too much certainty. Perhaps the most worrying example of this 
was the constant iteration of the phrase ‘IBM's architecture of the mind’ when 
referring to IBM’s mainframe ranges of the 1960s. I have never heard this phrase 
before, and to repeat it more than a dozen times in one chapter seems calculated to 
convey a certainty of intent in IBM in the 1960s that I cannot find in any of the 
voluminous literature on IBM (little of which Fransman cites). I think this section 
would have been much stronger if it had expressed less certainty and instead conveyed 
the real limits of our knowledge. That said, however, the big picture conveyed seems 
essentially correct. 

An obvious criticism of this book, which the author does not address, is its failure 
to bring into the picture consumer electronics, which is widely perceived as the 
greatest threat from Japan. The distinction perhaps is one of capital goods versus 
consumer goods, but this will become increasingly indefensible as the office-based PC 
become the domestic multimedia entertainment centre. Again, one of Japan’s biggest 
software players is Nintendo (for its games machines) which gets no mention at all. 

Despite these reservations, this is a most impressive book that is unlikely to be 
superseded for a decade. Indeed, the book creates a new agenda — the writing of 
monographic studies that fill in some of the spaces alluded to above. This book is an 
essential purchase for every serious business and economics library, and for any 
individual with a professional interest in the Japanese electronics miracle. 


University of Warwick MARTIN CAMPBELL-KELLY 


NORIO TAMAKI, Japanese Banking: A History, 1859-1959 (Cambridge: Cambridge 
University Press, 1995. Pp.xxii + 289; appendices. ISBN 0 521 49676 4, £35). 


Norio Tamaki, Professor of Banking History at Keio University, seeks to provide in his 
volume a chronological account of the evolution of the banking and monetary systems 
in Japan. Starting with the response of indigenous quasi-banking networks to Western 
encroachment in the mid-nineteenth century, networks in which can be identified the 
roots of modern Japanese banking, Professor Tamaki then traces the institutional 
experimentation of the early years after the Meiji Restoration, leading to the institution 
of the Bank of Japan in 1884 and the eventual adoption of the gold standard in 1897. 
The boom years of World War I and the economic and financial crises of the inter-war 
and wartime years put the banking system under considerable strain; weaknesses and 
instability in the system promoted concentration and increased government 
intervention. Further changes occurred under the post-war Occupation, to lay the 
foundations for the banking system that exists today. While noting the existence of 
substantial changes over time, however, Professor Tamaki’s text emphasises the 
continuities in the development of Japanese banking institutions. He draws particular 
attention to the fluctuating role of special banks, the high degree of government 
intervention and control, the persistent shortage of specie and the dominant role in the 
pre-war years of a succession of outstanding financially-minded politicians. The focus 
of the text as a whole 1s very much on institutional and organisational development; 
scant attention is paid, for example, to the role played by bank lending in business 
growth. The book itself is well produced by Cambridge University Press, although it 
would have benefited from more consistent romanisation of Japanese words, as well 


BOOK REVIEWS 117 


as from following the normal practice in monographs of keeping Japanese personal 
names in the Japanese order, with family name preceding given name. 

Given the paucity of accessible texts on the development of banking institutions in 
modem (particularly pre-war) Japan, this book must be seen as a welcome addition to 
the literature. Its brief factual chapters, its chronological approach and its detailed 
documentation will all help it to act as a useful source of reference for those seeking 
information on particular historical occurrences or institutions. The focus placed on 
institutions such as the Yokohama Specie Bank, for example, will help to elucidate 
their significance in Japanese development For most business and economic 
historians, however, the book is likely to prove somewhat disappointing. While 
satisfying a need for information, the implications of the information provided are 
rarely analysed, and the mass of detailed, and often undifferentiated chronological 
information makes it difficult for the non-specialist reader to discern broader trends. 
The account cleady impinges on some of the major debates of modern Japanese 
economic development In mentioning the ‘impenetrability’ of Japan to Western 
banking, for instance, Professor Tamaki clearly shares the view expounded by scholars 
such as Shinya Sugiyama that the treaty port system constituted a significant non-tariff 
barrier to Western penetration of the Japanese economy. Professor Tamaki has chosen, 
however, neither to place his account in the context of existing historical debates, nor 
to use it as a vehicle for initiating new ones. Overall, therefore, the analytical 
contribution of this book is minimal, and this will limit its value to many readers. As 
a scholarly, factual account of institutional development this volume will undoubtedly 
have many users, but it makes little contribution to the intellectual debates surrounding 
banking and its role in business and economic development. 


London School of Economics and Political Science JANET HUNTER 


KENICHI MIYASHITA and DAVID RUSSELL, Keiretsu: Inside the Hidden 
Japanese Conglomerates (New York: McGraw-Hill, 1996. Pp.x + 225; illus. h/back. 
ISBN 0 07 042583 3, £30; p/back ISBN 0 07 042859 X, £12.95). 


In view of the current American paranoia concerning Japanese dominance in key 
industria! and financial sectors, Miyashita and Russell have produced a timely 
contribution to the debate over whether certain activities ought to be prohibited. As 
they chart with some flair, only recently have American businessmen and politicians 
started to understand how Japanese business revolves around the keiretsu style of 
organisation, and the bulk of the book is consequently devoted to examining the 
various manifestations of this interesting form. More interestingly, they are also keen 
on opening up the debate, and especially on informing an American audience that not 
only have they demonstrated an unforgivable degree of ignorance in coping with the 
Japanese challenge, they have also been slow to develop strategies with which to meet 
the general onslaught on key domestic industries like automobiles, electronics and 
financial services. 

To the uninformed, this book is a useful reference source on the evolution and 
current state of Japanese keiretsu. Miyashita and Russell take special care to explain 
how there are two types of keiretsu, namely, the horizontal and vertical variants. The 
series of potted case studies on what are generally referred to as the ‘Big Six’ (Mitsui, 
Mitsubishi, Sumitomo, Fuyo, Sanwa and DKB) also demonstrates how a bank and a 
trading company lay at the heart of these conglomerates. The foundations of other 
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groups like Toyota, Matsushita and Sony are harder to discern, but again concise 
information is provided to illustrate key relationships. An original perspective is then 
provided by annotating interviews with managers whose firms depend on keiretsu 
links, and here American suspicions that they exploit smaller firms are fully 
confirmed. However, by far the most interesting aspect of the book is how Miyashitu 
and Russell demonstrate that it is not the Japanese way which is unusual, it is the 
American style of competition. After all, other Far Eastern, German and Swedish 
industries are organised along similar lines to the keiretsu, and while very recently 
some American groups have emerged, they remain highly unusual. Miyashita and 
Russell consequently encourage American firms to collaborate much more 
extensively, particularly in the field of information gathering, as an initial means of 
regaining some degree of competitiveness in international trade. 

It would be wrong to conclude by saying that this is the definitive work on 
Japanese conglomerate businesses, even though some of the insights into both the 
groups and their relationships with subcontractors would illuminate the debate on this 
subject. The book is written by journalists, and their liberal use of analogies like 
‘flotillas’, ‘convoys’ and ‘icebergs’ certainly gives it a very popular feel. There is also 
no attempt to incorporate any use of economic theory into their analysis, while the 
bibliography is similarly weak. On the other hand, as an insight into American 
paranoia Miyashita and Russell provide further evidence that the Japanese threat will 
long remain in the country’s psyche, and until American business starts to think long- 
term again, just as the keiretsu management does, this will long remain the case. 
Business historians reading this book will benefit most by compenng Japanese 
business practices with those in Western Europe and the USA, giving this debate the 
much needed international perspective which is lacking in much of the literature. 


University of Leeds JOHN F WILSON 


HANS JANSSON, M SAQIB and D. DEO SHARMA, The State and Transnational 
Corporations: A Network Approach to Industrial Policy in India (Aldershot: Edward 
Elgar, 1995. Pp.xv + 247. ISBN 1 85 898255 3, £49.95). 


The relationship between host-country governments, foreign direct investment (FDI) 
and multinational enterprise (MNEs), particularly in developing countries, has long 
been a matter of some debate, both among policy-makers and academics. In the last 
decade, there has been a growing realisation in many developing countries (LDCs) that 
the presence of MNEs in the domestic economy offers many potential benefits (via the 
transfer of technology, management skills, access to global markets etc.) as well as 
possible costs. This assessment of the potential role of MNEs in the development 
process contrasts with the prevalent earlier view that they were the embodiment of 
Western capitalism and associated ideology. Admittedly, many MNEs are now much 
more concerned to be seen as ‘good citizens’ of the countries in which they operate. 
Tbe most compelling reason underlying this radical change in attitude towards MNEs 
however, has been the very evident benefits which host-countries have enjoyed. 

The continuing globalisation of MNE activities implies that interaction between 
MNEs and host-country governments is increasingly important. Studies of this 
Phenomenon however, have tended to be few and far between; the primary objective 
of this study is the investigation of such strategic interaction and the changing attitudes 
of host-country governments towards FDI. The study is based upon research into 
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government-MNE interaction between six Swedish and seven German MNEs 
involved in the Indian engineering sector during the 1980s at the start of the 
liberalisation period. This interaction is analysed in the context of network theory to 
establish patterns in the development and sustaining of organisational linkages, both 
hierarchical and arms-length. The stated intention of the authors is to generate theory 
rather than to test its validity. The first three chapters — ‘Strategies in Government- 
TNC Networks’, “Transorganizational Network Theory’ and ‘Objectives and Strategic 
Issues’ are essentially introductory in that they provide an outline of the key issues and 
the theoretical foundation of the study. The more overtly empirical chapters investigate 
the operational characteristics of interaction and the internal organisation of the 
governmental and MNE networks. The final chapter attempts to draw conclusions and, 
in addition, analogies with industrial purchasing and procurement. 

There is little doubt that the study of interaction between host-country 
governments and MNEs is a neglected issue and likely to be of increasing relevance 
as FDI in LDCs continues to grow. It is therefore wholly praiseworthy that the authors 
have attempted to fill this gap in our knowledge by developing an analytical 
framework based upon a combination of network theory and case-study evidence, The 
final product, however, is top heavy with theoretical exposition and rather lacking in 
substantive data. The small sample set of just 13 firms and the need for confidentiality 
means that very little tangible information is revealed about these firms and the nature 
of their engineering activities in India. The case-study material is primarily survey 
results based upon respondents’ (both corporate and governmental) rankings of 
particular issues. This shortfall in evidence shifts the burden of exposition onto the 
theoretical framework, leaving the study with a slightly hollow centre. 

This study certainly makes a contribution to the debate about organisational 
linkages between (foreign) firms and national governments. The lack of data and 
formal data analysis however, means that the consequent theorising and drawing of 
tentative conclusions is overly reliant upon a weak empirical foundation. The State and 
Transnational Corporations represents a step in the right direction in terms of 
completing the research agenda on government-firm interactions; it may well provide 
a firm basis for future research but as a self-standing contribution it is handicapped by 
the sparsity of its empirical evidence. 


University of Lancaster ROBERT READ 


ANN BERMINGHAM and JOHN BREWER (eds.), The Consumption of Culture, 
1600-1800: Image, Object, Text (London and New York: Routledge, 1995. Pp.xiv + 
548; illus. ISBN 0 415 12135 3, £120). 


The Consumption of Culture is the third of three volumes produced since 1992 by the 
Clark Library and the Center for Seventeenth and Eighteenth Century Studies at the 
University of California at Los Angeles. Consumption and the World of Goods dealt 
with the economy of goods and contemporary reactions to it, while Early Modern 
Conceptions of Property concentrated upon the legal and philosophica! meanings of 
commodity ownerzhip. 

This new volume is intended, it is explained, ‘to examine the consumption goods 
and forms paintings, novels, music, and entertainments in seventeenth- and efghteenth- 
century Europe’ (p.14). Daunted perhaps by the volume's five sections, 26 chapters, 
95 pages of illustrations, 548 pages of text and £120 price tag, business historians will 





120 BUSINESS HISTORY 


probably turn with some relief to Ann Bermingham’s brief, clear and wide-ranging 
introduction in which she argues, inter alia, that conspicuous consumption and the 
‘consumer society’ have a longer and more complex history than many would 
imagine. Business historians will also find a good deal to interest them in the fourth of 
the book's five sections, ‘The Social Order: Culture High and Low’. In it, Lawrence 
Klein discusses some of the contradictions embedded within the commercial culture 
of late seventeenth- and early eighteenth-century England, while John Brewer uses his 
study of the cultural entrepreneurs and commercialised culture of London to reinforce 
one of the volume's major themes, that in the seventeenth and eighteenth centuries 
culture was becoming commodified to a quite unprecedented degree. 

These are most important arguments, and if few readers of Business History are 
likely to purchase this volume, many will dip into it, and many more would certainly 
benefit from doing so. 


University of Wolverhampton JOHN BENSON 


GEOFFREY JONES, The Evolution of International Business: An Introduction 
(London: Routledge, 1996. Pp.xii + 360. H/back ISBN 0 415 10775 X, £45; p/back 
ISBN 0 415 09371 6, £15.99). 


The maturing of British business history, having already led to the production of a 
number of worthwhile indigenous surveys, is here exemplified by a pioneering 
textbook on the history of multinational enterprises (MNEs). Admittedly, these last 
have for long been the object of study among economists and political scientists, and 
in the course of their analyses they have naturally appraised the development of 
international business activity since the nineteenth century. But Professor Jones’ 
offering is distinctive in that it is the work of an economic historian, surveying the 
empirical field in both a conceptual and an historical context. In doing so, he achieves 
the objective outlined by his publishers — which for once can be quoted with respect 
for its accuracy — to provide a text ‘both for students of international business secking 
an evolutionary perspective on their subject and historians looking for an introduction 
to multinationals’. 

The Evolution of International Business does not pretend to be other than an 
introduction to its subject matter. But in addition to a wealth of information, it 
incorporates an impressive degree of insight and analytical penetration. Indeed, among 
its strengths is its combination of a command of theoretical and historical arguments 
with their balanced presentation. Hence, we are guided with assurance and learning 
through the various considerations which relate to the logic (the ‘how’ and the ‘why’) 
of MNEs, the forces determining their development and character, their geographical 
and sectoral location, and (perhaps above all) their economic effects. Unavoidably, the 
text is occasionally characterised by a mechanistic note. In the first two general 
chapters we are guided systematically through the conceptual vocabulary of MNEs 
and the periodisation of their long-run evolution. The next three chapters describe and 
appraise the development of multinationals in different sectoral fields (natural 
resources, manufacturing and services), each of which tends to follow the same broad 
topical themes. There then follow three more comperative and overarching appraisals 
— of the competitiveness of firms and nations, of MNEs as engines of growth, and of 
the relationships between governments and MNEs — before the final conclusion does 
for the text as a whole what conclusions in the individual chapters does for its parts. 
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Undoubtedly, the book will be of value not merely to students of business 
organisation, activity and history, but also more generally to students (at all degrees of 
seniority) of economic history and the international economy. This is in part because 
it assembles a wealth of empirical and conceptual data. But it is also because Professor 
Jones has succeeded in giving firm shape, and therefore strong historical interest, to 
his chosen topic. 

A few themes stand out. There is, first, the peculiar periodisation of international 
business, captured in the idea of a borderless economic world in the late nineteenth and 
early twentieth century, within which MNEs flourished, giving way to nationalism and 
restrictions in the generation after about 1930, before the modern revival, even 
apotheosis, of the MNE in the borderless world of the 1980s. But Professor Jones 
avoids simplistic symmetries between the two periods of growth, and other themes are 
generated by his analysis of the nature and implications of the recent 
‘denationalisation’ of international business, of the changes in the importance of 
different sectors (with services coming to prominence), of different host countries 
(developed economies playing the role filled by developing economies 100 years ago), 
and of the varying economic, cultural and institutional determinants of the character, 
organisation and profitability of MNEs. A further theme — and in the last resort perhaps 
the most important one — is raised by the central discussion of the costs and benefits 
of international business activity as far as the home as well as the host countries are 
concerned. Here, there is a subtlety of treatment which is not always present in 
textbooks, and which is a welcome feature of a book whose lucidity, logic and learning 
make it a valuable addition to a growing but still uneven bookshelf. 


The Leverhulme Trust BARRY SUPPLE 


MARK CASSON, Entrepreneurship and Business Culture: Studies in the Economics 
of Trust, Vol.1 (Aldershot: Edward Elgar, 1995. Pp.x + 283. ISBN 1 85898 229 4, 
£55.00). 


In this new volume, Mark Casson further explores topics already broached in his 
books on The Entrepreneur (1982) and The Economics of Business Culture (1991). 
Although most of the essays have been published elsewhere, Casson has revised them 
to provide continuity and reduce overlap. As the subtitle indicates, the focus of the 
book is on the effects of trust, and distrust, at the levels of the firm, the group and the 
nation. Casson begins with a discussion of the assumptions that underlie neoclassical 
microeconomics. Like Edith Penrose in the 1950s, he notes that a number of 
assumptions made to analyse specific issues have been unthinkingly generalised. As a 
result, economic theory has become enveloped in a corset of unnecessary restrictions. 
After examining the foundations of economics, Casson decides that only a belief in 
optimisation and, to a lesser extent, in equilibrium are needed as props for the 
development of useful microeconomic theory. He is especially concerned to separate 
methodological individualism from the concept of selfish ‘economic man’, 
instead that a concept of ‘ethical man’ provides a superior base from which to launch 
economics as an ‘imperialistic’ social science that embraces such fields as sociology 
and politics as well as the traditional concerns of economics. 

The superiority of ‘ethical man’ derives from transaction cost considerations. 
Casson notes that transaction costs are increased when there is a low degree of trust 
that impairs the usefulness of markets. When buyers and sellers know that they are 
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unlikely to be subjected to opportunistic behaviour as a consequence of their bounded 
rationality, however, they have less need to take expensive steps to protect themselves. 
Trust may reveal itself at several levels, including transactions between anonymous 
individuals, between members of social groups that are bound together by some 
factor such as religion, or at the national level Casson makes some 
interesting observations on trust and transactions at the more highly aggregated levels. 
In particular, he characterises the USA as a distrustful society while modern Japan and 
the United Kingdom around 1900 are revealed to be societies that have demonstrated 
high degrees of mutual trust. In addition to extensive discussions of the institutional 
implications of securing and maintaining trust, Casson provides formal models of 
entrepreneurship and of the effects of cultural factors on innovation. 

The essays are provocative and thoughtful, but they are also problematical in 
certain respects. Casson's concept of trust among groups remains hazy. Although it is 
common to classify American society as being low in trust, the USA is also known as 
a nation of joiners. Indeed, it is not uncommon for Americans to be ridiculed for their 
sponsorship of Rotary Clubs and similar groups. It is obvious that affiliation with a 
larger group can provide a sort of protection against opportunism at the individual 
level, but it is not clear that the degree of trust per se is lower when people decide to 
organise themselves in groups rather than to act atomistically. Again, Casson's 
perception of a high level of trust in late Victorian and Edwardian Britain is not 
entirely uncontroversial, even if the question of Ireland is put aside. The late 
nineteenth century was a period of significant group membership among the British. 
Religious groups, trade unions, friendly societies and other forms of associationism 
were all thriving. At the national level, however, the Liberal party was in the process 
of fragmenting over the issues of Ireland, imperialism and trade unionism, class 
warfare was rife, and Parliamentary government itself came very close to breaking 
down between 1910 and 1914. Casson needs to provide a stronger set of definitions 
before his distinction between high- and low-trust societies can be accepted. 

A second problem is that Casson does not refer at all to the large and growing 
literature on organisational culture that is associated with Nelson and Winter and, more 
recently, with the resource-based school of industry economics. As Casson's views on 
trust are complementary to such concepts as the implementing of routines and 
capabilities, a synthesis would be very useful. 

Business historians will benefit greatly from an exposure to Casson's idees. Trust 
and its relationship to issues such as industry policy is a little explored area that 
nevertheless has important implications for firm behaviour. Although he tends to 
ee eee 


which his analysis can be carried further by interested readers. Business historians 
would be well advised to take up his suggestions. 
University of New South Wales PAUL L. ROBERTSON 


CHARLES HARVEY and JON PRESS, Databases in Historical Research: Theory, 
Methods and Applications (London: Macmillan, 1996. Pp.xvi + 331; figures. H/back 
ISBN 0 333 56843 5, £40; p/back ISBN 0 333 56844 3, £14.99). 


Within the historical computing fraternity there has recently been something of a 
reaction against the ‘Me and My Database’ approach to research, not least because of 
the awareness by some that the mainstream of the historical profession remains today 
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still largely unimpressed and unaffected by the activities of the computational 
cognoscenti. Admittedly, the historical profession in Britain, much more so than 
elsewhere, continues to be divided between those who can count but not write and 
those who can write but cannot — or will not — count. However, there remains the other 
uncomfortable truth: that notwithstanding all the hype and the huge investment in 
computer hardware, software and databese construction we have precious little to 
show for it in terms of path-breaking historical revisionism which would not have been 
possible without the computer. Thus, for example, the last 15 years have seen no 
publication even approaching the stature and significance of Wrigley and Schofield’s 
Population History of England, a work, of course, which predates the personal 
computer. There has then, to pick a metaphor from the computing industry, been no 
killer app which can do for history what VISICALC did for the IBM PC. 

Fortunately business historians have been less suspicious of the computer and 
largely immune to the retreat to narrative history observable elsewhere. Indeed, in 
Britain they have been at the forefront of historical computation: Harvey and Press, in 
particular, who have done so much to raise the technical standard of debate about 
database management systems (DBMS) and their promise and pitfalls for the historian. 
This new volume, which has been long awaited, is greatly to be welcomed and is 
unlikely to disappoint. Although there are now a number of useful guides to computing 
for historians, there is nothing comparable to Harvey and Press for the DBMS, the 
central software application. After the Cook's Tours here at last we have a volume on 
the nuts and bolts, from first principles to advanced problems, of constructing and 
using a database for historical enquiry. It also marks a new stage of realism for 
historical computing with the hype of the early proselytisers replaced by a measured 
case for the computer not as an alternative to traditional methods of research but as an 
essential buttress. Their careful, step-by-step approach will convince many hitherto 
sceptical that the process of constructing a dataset really does focus historians on the 
academic questions and sources in a way which will make them better traditional 
historians as well as ones who can now use a computer and a DBMS. 

Beginning with a chapter on the research process and the potential roles for 
historical databases the book proceeds as follows. Essential database concepts, 
terminology and DBMS software are discussed in chapters 2 and 3. These are very 
clear, the pace is good, little prior knowledge is assumed — but without the text 
becoming so basic as to deter the more expert reader — and the examples are well- 
chosen without undue reliance on any particular software package (though devotees of 
ORACLE and ACCESS will find much of interest here). A particularly strong feature 
is that all of the main chapters close with a case study of a real historical dataset 
written by its originator or someone close to the project. For the business/economic 
historian there is Peter Wakelin on the Portbooks project and David Gilbert and 
Humphrey Southall on the geography of economic distress before 1914, while those 
with more general interests will no doubt be fascinated by Frank Colson’s account of 
MICROCOSM and the sort of micro-history it will make possible, Chapter 4 on 
project management, a very necessary but frequently neglected element in database 
projects, should appeal and not just in the world driven by periodic RAEs. With this 
chapter there is a significant increase in the technical level of discussion and, I suspect, 
the non-expert will have frequent recourse to the glossary. The remaining chapters, in 
turn, cover database design and implementation; querying, with detailed coverage of 
QBE and SQL in relation to both quantitative and qualitative data; the debate between 
the proponents of relational and source-oriented DBMS, and including an extended 
treatment of KLEIO and its capacity to accommodate fuzzy data; and coding and 
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record linkage, with the latter incorporating a substantial section on the use of 
algorithms. Finally, there is a short concluding chapter which muses on the future of 
historical computing and, most importantly, makes reference to the History Data Unit 
which has been established within the ESRC Data Archive at Essex. 

Overall, this is a very impressive work which should be read widely by business 
and all other varieties of historians. The authors are to be congratulated on a volume 
which will help historians realise the full potential of DBMS and avoid many of the 
costly mistakes which all too often accompeny database projects. Those who have a 
potential source for computerisation should buy this book and get to work; those with 
an interest, but as yet no source should buy the book and point their Web browser at 
http//dawww.essex.ac.uk/hist.html for the History Data Unit’s on-line catalogue. 
Those with neither an interest nor a source should also read this book and then 
reconsider their position afresh. 


University of Bristol ROGER MIDDLETON 


MARK CASSON (ed.), Entrepreneurship (Aldershot: Edward Elgar, 1990. Pp.xxvi + 
512. ISBN 1 85278 312 2, £92.50). 

HAROLD C. LIVESAY (ed.), Entrepreneurship and the Growth of Firms (Aldershot 
Edward Elgar, 1995. Volume 1 Pp.xvili + 559, Volume 2 Pp.xi + 707. ISBN 1 85278 
768 6, £250). 


Given the attention paid nowadays to the entrepreneur by business historians and 
economists alike, the subject of entrepreneurship has rightly been chosen for both the 
Elgar Reference series involved. Mark Casson’s volume in the ‘Intemational Library 
of Critical Writings in Economics’ can usefully be compared with the two volumes for 
business historians edited by Harold Livesay. In his introduction, Casson stresses the 
neglect of entrepreneurship until fairly recently, and the diffuse nature of its literature. 
Hence he has mapped out a reading programme ‘accessible to anyone with a 
reasonable grasp of basic economic principles’. Thanks to his experience of teaching 
a master’s course in the subject, his introduction is authoritative and fresh, discussing 
most — although not all — the relevant issues. He covers three main categories: 
economic theory, empirical evidence on the firm and industry, and what be calls 
‘culture and economic development’. 

On the theory side, Casson fails to present a simple framework on which more 
elaborate ideas could have been constructed. Marshall is done some injustice by the 
suggestion that he ‘reduced’ entrepreneurship by making it a fourth factor of 
production, thus crowding out some of its most distinguishing characteristics. He is 
represented by a semi-historical chapter from the Principles of Economics, rather than 
a more useful theoretical one. It needs to be understood that entrepreneurship differs 
fundamentally from land, labour and capital in not having a contractual reward that is 
determined beforehand, but instead receives its reward of profit (which may be 
negative) after the event. 

Frank Knight is correctly included, to convey the crucial points that the 
entrepreneur exists because of uncertainty, and has three roles of ultimate co- 
ordination, decision-making and the bearing of uninsurable risk. In a passage from his 
Theory of Economic Development (1934), Schumpeter adds the fourth role of 
promoting innovations. Baumol's article of 1960 on ‘Entrepreneurship in Economic 
Theory’ turns out to be better at asking pertinent questions than at offering 
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constructive answers, Other extracts include the Austrian, von Hayek, exploring the 
topic of knowledge, or information, pursued also by Casson in a passage from his now 
standard book, The Entrepreneur: An Economic Theory (1982). 

Subsequent readings help to apply the theory already presented. They cover such 

topics as new entry, innovation and corporate size, and employment and regional 

On the ‘culture’ side, the entrepreneur's personality and motivation is 
explored, Max Weber discussing the protestant ethic. The interesting topic of 
immigrant enterprise is aired, as is that of the social and family backgrounds of an 
unrepresentative sample of American entrepreneurs. The last named might have been 
supplemented by an extract from Francois Crouzet's The First Industrialists (1985), 
showing the origins of 316 British entrepreneurs between 1750 and 1850: a 
remarkably insignificant percentage were of really humble origins. The final section is 
on ‘development and decline’, which emphasises the need to encourage 
entrepreneurship in developing economies. The three examples of decline all relate to 
the British economy. 

Casson's volume can therefore be recommended to business historians. The 
Livesay contribution is far more problematical. To be sure, his publishers clearly 
disallowed extracts already selected by Casson. Whereas Casson gives an international 
flavour to his book by having well over half the extracts from non-British authors, 
most of Livesay's contributors appear to be American by birth or adoption. Despite his 
wider brief and compass, Livesay's introduction is scarcely more than half its length 
to cover two volumes. 

Livesay's conceptual first section in Volume 1 suggests why all the intellectual 
effort put into the Harvard Research Center in Entrepreneurial History of 1948—58 
produced so little of permanent value. In the heady post-1945 economic atmosphere in 
the United States, the concepts derived from European thinkers such as 
and Weber simply failed to ‘take’, so that by the 1960s the institutional and 
organisational approach was all the rage, as evidenced by the popularity of Chandler's 
works. Explorations in Entrepreneurial History quietly changed its adjective to 
Economic and became (in Livesay’s splendid phrase) ‘a quantitative preserve 
populated by numerological ju-ju men’. For every one article on entrepreneurship in 
the Business History Review, there have been eight on organisation. He includes two 
of his own articles, of 1977 and 1989, representing last-ditch efforts to defend the 

against Galambos’s lively advocacy of the organisation synthesis. 

One topic neglected by Casson was how entrepreneurs came into the economic 
system. In the ‘motivation’ section, Peter Kilby attempts to draw demand and supply 
curves for entrepreneurial services, in relation to profit, and specifies on the demand 
side such macroeconomic variables as levels of income and technology. A more 
logical analysis is that of Harvey Leibenstein in Economic Backwardness and 
Economic Growth (1957, not included here), where the entreprencur's ‘growth agent 
expansion curve’ represents an emergence depending on a subjective assessment of the 
economy's prospects. The section on 'culture' adds little to Casson's presentation. 

It is not clear why Livesay was allowed to extend his readings to two volumes. A 
more selective choice in the first volume would have left room for some of the better 
case studies (such as Landes on French entrepreneurship) relating to western countries 
— but three to Japan — at the beginning of Volume 2. The two following sections 
bizarrely deal with contemporary topics. The first of these covers a phenomenon with 
the unlovely name of intrapreneurship, where managers are given freedom to exercise 
their entrepreneurial gifts within large corporations. Was this concept a passing fad, 
and could really creative people survive in the bureaucratic atmosphere of such giants? 
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As his readings do not go much beyond the mid-1980s (except for one of his own), it 
is impossible to tell whether or not such a phenomenon has worked itself out. 

The final section deals with technology, ‘the heart and soul of the new job 
machine’. As three papers are on separate topics altogether, this must be the catch-all 
for items that did not fit in elsewhere. Of those on technology proper, two were by Roy 
Rothwell and essentially cover the same ground of smaller firms’ ability to evolve 
technological innovations. Other articles attempt to link entrepreneurship, creativity, 
innovation and economic growth; they tend, in the best business-school manner, to 
offer lists of concepts rather than to present crisp analysis. There is no realisation that 
Japan and Pacific-rim countries have any contributions to make on this subject. To 
sum up, while Casson has fully justified the usefulness of his volume of readings, 
Livesay would have been better served had he been asked to produce a bibliographie 
raisonnée of tbe literature. His long experience and distinguished contributions to the 
subject could have yielded a far more helpful research tool for business historians. 


University of Reading T.A.B. CORLEY 


S.J. PRAIS, Productivity, Education and Training: An International P. 
(Cambridge: Cambridge University Press, 1995. Pp.xlv + 138. H/back ISBN 0 521 
48305 0, £30.00; p/back ISBN 0 521 55667 8, £10.95). 


For the last 15 years, Prais has led a major research project at the National Institute of 
Economic and Social Research, investigating the extent of Britain's skill deficiencies 
and their effects on productivity. This research has been influential in shaping a new 
consensus that something needs to be done about the British education and training 
system, and this short book provides a convenient summary and overview. 

After a short first chapter stating some general principles, chapter 2 sets out what 
Prais sees as the major deficiencies of the British system of preparation for work 
compared with Continental European practice. The major problem is identified as a 
shortage of intermediate level skills. Whereas in Germany most workers attain a 
vocational qualification, in Britain it is the exception rather than the rule. Prais is keen 
to argue that learning-on-the-job is no substitute; externally validated testing of 
acquired skills is necessary to guarantee good standards and also to ensure that 
workers have mastered the theory as well as the practice and will therefore be in a 
position to cope with change. Turning to higher level skills, although there is no 
overall shortage of workers with degrees or equivalent standard qualifications in 
Britain, Prais argues that there are too few engineers. 

Chapter 3 reports the results of a number of case studies where the link between 
labour force skills and productivity is monitored in matcbed samples of plants in 
Britain, Germany and the Netherlands. Because of shortages of skilled workers and 
maintenance staff, British factories experience much more down-time and take longer 
to reset tools. However, perhaps more worryingly, the claim is made that because of 
skill shortages, British firms have been forced to vacate the high quality end of the 
market and concentrate on low quality standardised products, which are becoming 
increasingly subject to competition from less developed countries. Chapter 4 then 
turns to the British education system, which is seen as contributing to the skills 
problem by failing to provide all but an academic elite with an adequate general 
education. The poor mathematical understanding of most school leavers, for example, 
is seen as holding back the acquisition of vocational skills. Modern teaching methods 
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and the lack of high-quality practical subjects at school are seen as detrimental. 
Chapter 5 makes a number of policy proposals to put principle into practice. Prais 
argues for (1) a greater orientation of education towards producing more intermediate 
level skilled workers rather than increasing the numbers going to university; (2) more 
external certification of vocational skills; (3) financial subsidies for training to 
overcome problems of poaching on the demand side and myopia on the supply side; 
(4) amendment of the National Curriculum to give greater weight to vocational 
courses. 

Prais clearly takes a very pessimistic view of recent British economic performance 
and equally seems to be unduly optimistic when looking at Germany. It seems very 
likely that the expensive German system of vocational training gives Germany a 
comparative advantage in industries where intermediate craft skills are important, and 
the engineering case studies confirm this. However, the idea is a bit strained when we 
get to wood furniture, clothing, food manufacturing or hotels, the other case studies. 
Indeed, in food manufacturing the awkward finding that labour productivity is higher 
in Britain than in Germany when measured in terms of conventional quantity 
indicators has to be overturned by an unconvincing adjustment for quality. It would be 
interesting to know what Prais would make of industries where Britain does relatively 
well, such as aerospace or pharmaceuticals, which do not look very different from the 
rest of British industry in terms of workforce qualifications. He seems to be suggesting 
that Britain should switch her education system towards producing the kind of human 
capital that gives Germany ber comparative advantage (in medium-tech engineering) 
at the expense of university education, which gives Britain a comparative advantage 
in high-tech industry. Furthermore, Preis largely ignores the United States, which 
remains the world productivity leader in manufacturing despite having a vocational 
education system that is worse than the British. 

Finally, I would see inherent dangers in imposing a top-down, centralised system 
of training. It might be argued that the consensus in favour of copying American 
production methods in the early post-war period was to a large extent responsible for 
the decline of the British apprenticeship system, since Fordist mass production 
methods required less skilled shopfloor labour. The resurgence of flexible production 
technology in the 1970s and 1980s then created the skill shortages that Prais has been 
documenting, which has in turn led to a new consensus that we need more intermediate 
level skills. But this consensus in favour of copying German production methods and 
training systems could be equally dangerous in the face of unforeseeable future 
technological developments. Indeed, during the previous consensus of the 1950s and 
1960s, the intermediate level craft workers that Prais wants more of were often vilified 
for slowing down the adaptation to mass production methods. 


University of Warwick STEPHEN BROADBERRY 


RICHARD N. LANGLOIS and PAUL L. ROBERTSON, Firms, Markets and 
Economic Change: A Dynamic Theory of Business Institutions (London: Routledge, 
1995. Pp.xii + 185. H/back ISBN 0 415 12119 1; p/back ISBN 0 415 12385 2, £14.99). 


This volume combines theoretical exposition in the tradition of new institutional 
economics with illustrative case studies taken from historical experience. The authors’ 
starting point is the idea that organistions comprise two key components. There is a 
core, which consists of elements which are idiosyncratic arid are bound together in a 
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synergy which produces unique outcomes, and additional ancillary components or 
capabilities. This idiosyncratic core of work routine, or information, provides the 
essence of the organisation. In the short run the firm depends on the exploitation of 
idiosyncratic advantage while other functions may be added depending on the scale of 
transactions costs which determine whether they should be internalised or purchased 
from outside. In the long run, the general availability of capabilities reduces 
transactions costs and destroys the idosyncratic advantage of the organisation, and this 
may erode the core and even destroy the firm. 

The theory is examined in the context of the evolution of the American automobile 
industry between 1890 and 1930. In its earliest phase manufacturers were primarily 
engaged in assembling components, reflecting the low level of idiosyncrasy and low 
transactions costs encouraging the use of external capabilities. Before 1914 the 
standardisation of parts and the innovations of mass production made it beneficial to 
internalise production as cost advantage moved in favour of centralisation and vertical 
integration. Later, in the 1920s, General Motors, less highly integrated and not 
committed to a single model as was Ford, was able to take advantage of the growth of 
replacement demand for motors by decentralising and exploiting complementary 
assets like dealer networks which reduced transactions costs. Later in the century, the 
growth of modular production in high fidelity and stereo equipment, and in personal 
computers, created industries in which a fragmented and decentralised system of 
production was favourable to rapid technological change since many new devices 
could be tried simultaneously on a small scale. 

The effects of inertia and obsolescence have been much examined by business 
historians. In the contexts of routines and capabilities theory, the authors argue that 
firms which have enjoyed success with a technology will be reluctant to abandon it and 
can often retain a cost advantage well into obsoleacence. So new activities will emerge 
slowly, such as the belated development of electrical products in Britain. But in the 
absence of new major innovations, product leaders will continue to flourish, examples 
being General Motors, Ford, Goodyear and Gillette. This may also be the case if the 
new technology is compatible with the old as in the evolution of ship hulls from iron 
to steel. New innovations will be adopted by those with casy access and the 
opportunity of a new market, as in the emergence of the bicycle industry. The theory 
also explains the virtues of small firms, as argued by Sabel and Zeitlin, as well as the 
advantages of vertical integration as stressed by Chandler and Lazonick. Loose 
production networks are characterised by widely distributed capabilities and minimal 
transactions costs, characteristic of the engineering industries in the Midlands in the 
Victorian period or, in the contemporary world, in Silicon Valley and Third Italy. 
Conversely, high transactions costs or economies of scale warrant more controlled and 
tight systems such as the just-in-time contract imposed by the Japanese motor industry 
on its suppliers. 

The theory advanced here explains why a multiplicity of structures may appear 
and why they may be adapted and modified, even abandoned over time. The process 
is not random but depends on the shifting advantage of organisational and market 
solutions. Policy therefore must be facilitating not prescriptive. This is an interesting 
exploration in the tradition of new institutional economics which draws heavily on 
historical evidence by way of support and illustration. It represents a fruitful union 
from which both benefit and it is a book business historians ought to read. 


University of Aberdeen C H. LEE 
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G.N. VON TUNZELMANN, Technology and Industrial Progress: The Foundations of 
Economic Growth (Aldershot: Edward Elgar, 1995. Pp.xiv + 532. ISBN 1 85898 174 
3, £59.95). 


The principal objective of this work is ‘to synthesize and interpret the patterns of 
1ndustrialization past and present’ (p.1). In doing so, von Tunzeimann's approach reflects 
much more that of the Science Policy Research Unit environment of his recent career 
rather than that of the quantitative economic historian that he once was. The book is an 
overview aimed at a wide audience but also offers some interesting and original insights. 

The book’s survey is organised around an examination of what are seen as three 
leading waves of industrialisation beginning first in the British industrial revolution, 
second in late-nineteenth-century America and third in east Asia in recent times. 
Besides providing five chapters on European and American industrial development 
over the last two centuries, tbere are also three chapters reviewing the evolution of 
technology in Japan, the USSR and some newly industrialising countries. Bach of 
these empirical chapters is arranged in a similar format in which macro performance 
is reviewed, details of progress in technologies and products are examined at a micro 
level and, finally, government policies are considered. 

Not surprisingly, the depth of the author's knowledge varies somewhat and policy 
is covered much less subtlely than is technological change but few could match the 
impressively wide coverage that von Tunzelmann offers. Nevertheless, it is a bit 
disappointing to find so little quantitative detail supplied and to encounter a good 
number of unsubstantiated assertions of the type cliometricians deplore. 

The historical chapters are preceded by three theoretical ones, taking up 100 pages, 
which introduce the jargon of modern studies of technological change and ideas both 
from classical and more recent growth theorists. These are generally less useful than 
the empirical material apart from usefully underiining some key differences between 
the models of technological change used by specialists at SPRU and elsewhere and 
those current in more mainstream economics. Here, the specialised terminology of 
technological ‘paradigms’, ‘heuristics’ and ‘trajectories’ proves its worth in the later 
chapters but the repeated attempts to fit history into the Kondratiev long waves mould 
are unconvincing. 

The chief original idea in the book is the suggestion that technological change 
should be analysed in terms of its contribution in terms of time-saving rather than, as 
conventionally, of capital and labour saving. The author has recently published an 
article on this as a key aspect of developments in the British cotton industry in the 
industrial revolution. I look forward to further detailed research along these lines in 
other contexts and also to the engagement of economic theorists on this issue. 

The most important general conclusions that von Tunzelmann draws are of the 
importance of ‘social capability’ for catch-up growth, of the crucial distinction 
between information and knowledge in achieving indigenous technological 
capabilities and of the superiority of Japanese over Anglo-American capitalism and 
policy as a model for future industnalising latecomers. All of these judgements are 
plausibly presented and they are clearly intended as a fairly severe rebuke both to 
World Bank economists and to business historians of the Chandler school. Both these 
groups will find much thought-provoking material in this book. 

Overall, Technology and Industrial Progress deserves to be widely read and 
should be of great interest to many business historians. It is to be hoped that a 
paperback edition will follow shortly. 


London School of Economics and Political Science N.F R. CRAFTS 
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J. SCHOR andJ.1 YOU (eds.), Capital, the State and Labour: A Global Perspective 
(Aldershot: Edward Elgar and United Nations University Press, 1995. Pp.xiv + 391. 
ISBN 1 85898 295 2, £69.95). 


This substantial volume includes essays on a wide range of countries and charts the 
transformation of labour relations since the end of the post-war Golden Age. The 
studies emerged from a United Nations University project which sought to provide a 
fresh, radical interpretation of the global economy in the past two decades. The main 
inspiration for this collection is the corpus of radical and institutionalist ideas which 
first challenged the hegemony of marginalist economics and Keynesian consensus 
during the 1970s. Central to this radical project is the assumption (derived from 
Marxist principles) that capital-labour relations are central to the path of economic 
development and business organisation. Whereas radical historians in the 1970s 
unearthed the ideas of Frederick Taylor as the fundamental text of modern 
management, writers during the 1980s assembled the principles of Fordism as the 
global model guiding the capitalist economies during the long post-war boom. The 
accommodation between employers and workers, agreeing to share in the fruits of 
rising productivity and to fund the welfare state as a support structure for the labour 
market, is seen as the foundation of the Fordist contract. These essays suggest that it 
was the rupturing of this settlement which marked the demise of the Golden Age and 
opened the way for a wide range of new strategies to be designed and applied in the 
past two decades. Such a transition was assisted by the rise of newly industrialised 
countries such as South Korea and Malaysia which have grown outside the orbit of 
Fordist consensus and fashioned their own strategies for the utilisation of labour in the 
mass production industries. 

The great advantage of the approach found in these essays is that it is genuinely 
interesting. In place of the technical debates on the reliability of national accounting 
statistics and the scope for measuring total factor productivity found in much of the 
neo-classical literature, there is a lively and accessible survey of the different forces 
which form the modem business environment. Business historians will empathise with 
the argument that it makes more sense to portray enterprise strategies as the product of 
a constellation of economic and political forces, rather than the tight shifts of demand 
curves and rational choices. It is more difficult to accept the emphasis placed on a 
single organising model, such as Fordism, as the different contributors seek to 
demonstrate how their country varied widely from other states in their production 
systems and political institutions. For if the emphasis on the key role of the state in the 
modernisation of many economies is correct, as the editors imply, then we need an 
explanation of the post-war settlement that does not derive so clearly from the 
dynamics of capitalist work organisation. To simply assume that Keynesian or welfare 
reforms were part of the production equation, dominated by car production techniques, 
is to avoid explaining precisely the relationship that matters. For the political 
consensus created in the post-war period led to very different welfare outcomes in 
different countries of the OECD. Whilst the United States failed to devise a full 
welfare system before the 1960s, many of the developing countries adopted welfare 
programmes as a necessary prerequisite for modernisation. 

Such tensions are clear in the useful introduction, the excellent overview of the 
OECD by Boyer and the intriguing claims made for the Japanese case by Lazonick. 
These writers tend to identify different versions of Fordism as ‘co-operative’ or 
‘authoritarian’ depending on the case or period. Lazonick makes the familiar claim 
that American employers took skills off the shop floor because they could not trust 
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their workers, Japanese firms left them because they could rely on (and pay) their 
employees to a high degree, whilst Bntish enterprises left skills in the hands of the 
workforce because they were too weak to take them from the craftsmen. Such 
typologies of trust relations could be challenged in each three cases. It was not the 
strength of craftsmen but the weakness of employers’ management and political skills 
that stands out clearly in the UK case. You’s well written essay on South Korea 
demonstrates how a strong state could overawe both its business commumity and its 
labour unions in the drive to development, whilst the provocative study of Brazil 
shows again the importance of constitutional change in the state. Kollo’s study of East 
Europe yields numerous insights, whilst struggling with the conceptual problems of 
characterising labour relations in the transition to democratic capitalism. The parallel 
essay on China is less suggestive, though Lipietz’s essay on the limits of our existing 
paradigms and the possible future direction of labour relations in the next century 
offers a fresh appraisal of radical ideas and focuses on the core issue of debt and 

that has dictated so much of the rhythm of global economic development 
at the end of the twentieth century. These essays are a useful guide to the strengths and 
limitations of radical debate in the 1990s. 


University of Exeter JOSEPH MELLING 


ATSUO TSUJI and PAUL GARNER (eds.), Studies in Accounting History: Tradition 
and Innovation for the Twenty-first Century (Westport, CT and London: Greenwood 
Press, 1995. Pp.xi + 264. IBSN 0 313 29489 9, £67.50). 


This collection was published under the suspices of the Accounting History 
Association of Japan and comprises a selection of 13 of the 50 or so papers presented 
at the Sixth World Congress of Accounting Historians held in Kyoto in 1992. Of the 
16 authors involved, four are Japanese and the country of employment of the others 
gives a reasonable indication of the relative importance attached to accounting history 
by different countries: Australia five, USA two and Canada, Britain, Germany, Spain 
and China (Shanghai) one each. The Japanese and American editors have not 
attempted a synthesis of what is a notably heterogencous collection of papers, despite 
the conference adopting a main theme, which is given in the book’s title. The quality 
and degree of originality of the papers is variable, but among the commendable 
contributions is one of the two papers relating to the sixteenth century; the rest cover 
all or part of the 150 years since the mid-nineteenth century. The Deputy Director 
General of the Bank of Spain, Esteban Hemandez-Esteve, has analysed ledgers dating 
from the 1530s kept by the meat supplier of Burgos. Like the other good quality 
papers, this one sets the accounting records adequately in their economic and business 
context. Another paper highlights an accounting aspect of western influence in Japan 
in the late nineteenth century: Shigeto Sasaki shows bow extensively the accounts of 
the government-owned railways followed the rules laid down in British railway 
accounting legislation. 

There are five papers which should interest business historians. Makoto Kawada, 
general manager of a large manufacturer of textile machinery, industrial components 
and aerospace equipment (Teijin Seiki), describes the introduction into his company in 
the mid-1980s of strategic management accounting, with the aim of improving the 
coordination of production and accounting practices. Claudia Gormly and Murray 
Wells provide a critique of costing aspects of the influential 1987 book by H.T. 
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Johnson and R.S. Kaplan, Relevance Lost: The Rise and Fall of Management 
Accounting. The debate between the two sides, which is capable of being taken furthez, 
turns on differing views of the universally relevant question of the extent to which 
overhead costs should be allocated to products when a business is making strategic 
decisions on its product mix. EL. Clarke, O.F. Graves and G.W. Dean discuss an 
aspect of the hyperinflation period of 1921-23 in Germany which arose from the 
historical cost based accounting systems of companies, German industry was through 
inflation achieving high but fictitious profits, which, at least in the early months of 
1922, appear to have misled France and the other Allies into believing that Germany 
possessed an adequate capacity to pay her war reparations. Cheryl McWatters provides 
a case study of the emergence of a management accounting system within a diversified 
Canadian timber-trading enterprise, the Calvin Company, the chief destination for 
whose exports was Britain. In analysing the interaction between organisational change 
and the environment facing the concern, which went through a complete cycle from 
birth to death between 1839 and 1914, she highlights the importance for its decline of 
heightened competition which became global, the introduction of new products and 
technological change in timber operations. Another important factor in the failure to 
survive was however a succession problem and the associated move from partnership 
to limited company, one result of which was the need to pay large divideods and the 
consequent lack of investment funds. Christopher Napier, in perhaps the best- written 
paper, examines a remarkable instance of what accounting practices could be carried 
on in Britain and countries with similarly lax accounting legislation before the 1948 
Companies Act and a later equivalent Act in New Zealand forced the disclosure of 
changes from year to year in a company's reserves. He reveals how P & O used its 
control from 1917 of the profitable Union Steam Ship Company of New Zealand Ltd 
to remove over £8 million from Union during the period up to 1936, while managing 
completely to avoid public disclosure of these transfers. At the cost of depriving the 
New Zealand economy of a significant amount of investment funds, P & O obtained 
working capital without which it might well not have survived. 


University of Reading JUDITH WALE 


ALAN BOOTH, British Economic Development Since 1945 (Manchester: Manchester 
University Press, 1995. Pp.xiv + 166. H/back ISBN 0 7190 4502 9, £35.00; p/back 
ISBN 0 7190 4503 7, £14.99). 


Designed for ‘sixth-formers and undergraduates’, this volume is a collection of 
extracts about various aspects of the post-war British economy, taken from 
contemporary documents and publications. The extracts are brief — from one to three 
pages in length. Most of them are taken from official government reports, but there are 
8 few cuttings from the financial press, and the memoirs of such luminaries as Harold 
Wilson, Reginald Maudling, and Nigel Lawson. Booth has organised the documents 
into five sections: aggregate economic performance, industry, the balance of 
payments, the labour market, and assessments of the causes of relative decline. Within 
the first four sections, the extracts are arranged chronologically, so that readers are 
whisked through the dramas of the 1940s, the disappointments of the 1950s, the false 
dawn of the 1960s, and so on, up to the early 1990s. The final section, on explanations 
of relative decline, includes snatches from the thoughts of Correlli Barnett and Sir 
Keith Joseph, amongst others. 
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This collection of extracts will prove very useful to students and tutors of 
economic history. The documents have been chosen with care and succeed in giving a 
flavour of the times in which they were written. Booth's objective is to encourage 
students to think in a critical manner about the evidence presented to them, both in 

impertial official documents, and in the more obviously opinionated 
contributions of politicians, economists, and historians. To this end, he begins the 
volume with a lucid introduction, which guides students through tbe pitfalls of reading 
documents, and surveys the main trends in the post-war economy. 


Victoria University of Wellington JOHN SINGLETON 


JACK J. VROMEN, Economic Evolution : An Enquiry into the Foundations of New 
Institutional Economics (London and New York: Routledge, 1995. Pp.vill + 245. 
ISBN 0 415 12813 7, £50). 


A general assumption underlying much research in economics and economic history 
since the 1950s, and one usually held by those trained in the neo-classical tradition, is 
that in the long-run the process of competition ensures that only the most efficient 
institutions survive. This 1s certainly believed to be true about firms where a failure to 
maximise profits is said to be responsible for decline and ultimate extinction. 
Historians, less wedded to notions of the inevitability of human progress and more 
concerned with particularity in history in which individual perceptions, values and 
beliefs play a major part, have always found such Panglossian views difficult to 
comprehend. These rather divergent approaches have sometimes produced a state of 
near paranoid-schizophrenia amongst business historians who, in dealing with a 
particular enterprise, have wanted to be informed by modern economic theory yet at 
the same time have wished to remain faithful to their subject. 

Over the past decade or so, however, notions of rationality, optimality, and 
inexorable progress to newer and more favourable equilibria have come under 
challenge, especially from those working in the field of new institutional economics. 
Jack Vromen's excellent study analyses these developments, providing the reader with 
a lucid and comprehensive account of new theories of the firm, Nelson and Winter's 
evolutionary economics, and game theoretic accounts of spontaneous evolution. 
Analogies are drawn with biological evolutionary theory with particular attention paid 
as to whether methods of selection and replication found in organisms can be said to 
have their counterpart in economic institutions. 

The book is divided into three parts, the first part being concerned with the neo- 
classical theory of the firm and challenges to the notion of profit maximisation by 
principal-agent theorists, new institutionalists such as Oliver Williamson, and the 
evolutionary theorising of Nelson and Winter. Much of the literature will be familiar 
to business historians but even so it is well worth reading, especially Vromen’s 
treatment of evolutionary theory and the nature of routines and adaptive mechanisms 
and their contribution to the long-run growth of the firm. 

Part II 1s concerned with the selection, replication and mutation mechanisms in 
biological theory, and whether the feedback loops that exist in the Darwinian process 
of natural selection can be said to have their counterpart in economic institutions. 
Vromen suggests that two evolutionary mechanisms might be at work, natural 
selection and adaptive learning, with the former working at the level of the population 
(industry) and the latter working at the individual (firm). Yet whereas natural selection 


134 BUSINESS HISTORY 


presupposes change at the level of the population via the new entry of competitive 
individuals, the process of adaptive behaviour is dynamic and provides for change 
within individual organisms. The possibility that adaptation might be context specific, 
however, admits the possibility of sub-optimal outcomes. 

The distinction between group and individual selection is explored further in Part 
II, with questions raised as to which is the appropriate unit of selection and the 
circumstances under which suboptimal behaviour, especially altruism, is likely to 
persist. Evolutionary game theory, which takes the individual organism as the unit of 
selection, indicates that a failure to identify the strategy set appropriately is likely to 
lead to sub-optimal outcomes. On the other hand, co-operation between groups of 
individuals to solve well defined problems according to a set of rules or conventions, 
will result in Pareto optimality. The question the author poses is whether one can move 
from a sub-optimal to an optimising position through a process or learning, and 
whether adaptational mechanisms are capable of generating new mules, conventions or 
cultures in which expectations are mutually consistent and self-confirming. Here 
Vromen comes full circle, taking us back to the work of Hayek for whom the process 
of competition and the notion of cultural evolution produces social order. 

Yet how is order and optimisation to be achieved, through the processes of market 
governance or three the internal ordering of a firm? In an age of opportunism and 
bounded rationality, the infeasibility of much market contracting would indicate the 
latter. But, Vromen argues, routines are not genes and biological analogies only 
provide us with a partial understanding of how firms develop and adapt to changing 
environments. While the fitter may survive, survivors are certainly not the fittest, with 
path-dependency and feedbacks ensuring that essentially arrangements 
survive for a very long time indeed. Vromen concludes that while evolutionary 
economic theory provides us with insights into these processes, rather more attention 
will have to be paid to both historical and psychological issues before greater 
understanding is achieved. 

Evolutionary Economics is a subtle and complex work in which the author covers 
a vast amount of literature. It is to Vromen's credit that he makes a difficult subject 
accessible, clearly spelling out the limitations of existing research programmes and 
where future agendas might lead. A fascinating book which all paranoid- 
schizophrenics might read with profit! 


University of Dundee S R.H. JONES 
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